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SEPARATION OF AIR MAIL PAY FROM SUBSIDY 





THURSDAY, JUNE 21, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to call, at 10 a. m., in the committee 
room, room G—16, United States Capitol, Senator Edwin C. Johnson 
presiding. 

Present: Senators Johnson of Colorado (chairman), and Kem, of 
Missouri. 

Also present: Edwin C. Sweeney, professional staff member. 

The Cuarrman. The hearing will come to order. 

These hearings are being held on Senate bill 436, Senate bill 535, 
Senate bill 1137, and Senate bill 1657. If other bills on subsidy 
separation are introduced during the course of these hearings, hearing 
thereon will be consolidated with the bills we are presently considering. 

(The bills referred to are as follows: ) 


[S. 436, 82d Cong., 1st sess.] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the ‘Air Mail Subsidy Separation Act of 
1951”. 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a), (b), and (ec) of section 406 of the Civil Aeronautics 
Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SURSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air carrier, 
to determine and fix from time to time, after notice and hearing, fair and reasonable 
rates of compensation for the transportation of mail by aircraft, the facilities used 
and useful therefor, and the services connected therewith (including the trans- 
portation of mail by an air carrier by other means than aircraft whenever such 
transportation is incidental to the transportation of mail by aircraft or is made 
necessary by conditions of emergency arising from aircraft operation), by each 
holder of a certificate authorizing the transportation of mail by aircraft, and to 
make such rates effective from such date, after the institution of the proceeding 
under this subsection, as it shall determine to be proper; to prescribe the method 
or methods, by aircraft-mile, pound-mile, weight, space, or any combination there- 
of, or otherwise, for ascertaining such rates of compensation; and to fix different 
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rates for different air carriers or classes of air carriers, or different classes of service, 
or on the basis of any other reasonable classification of carriers, services, routes 
and route segments, or any combination thereof. The rates so determined and 
fixed shall be published by the Board and shall be paid by the Postmaster General 
from appropriations for the transportation of mail by aircraft. 

(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the reasonable and necessary cost to the air carrier, under 
honest, economical, and efficient management, of the mail transportation services 
rendered or to be rendered, including a fair return. 

(3) The Board is authorized to issue orders; with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 


‘Recommendations as to Rates 


“(b) (1) Any petition for the fixing of rates under subsection (a) of this section 
shall state and support in detail the rates recommended by the petitioner as 
being fair and reasonable. 

‘(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement of 
all service to be required of the air carrier and such other information in his 
possession as he deems, or as may be deemed by the Board, to be material to 
the inquiry. 

(3) The burden of proof in any proceeding under subsection (a) of this section 
which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered, upon its own initiative, or upon the petition 
of the air carrier, to make, after notice and hearing, subsidy payments to a cer- 
tificated air carrier in amounts determined by the Board to be essential (when 
taken together with all the other actual and potential revenues of the air carrier) 
to enable the air carrier under honest, economical, and efficient management to 
maintain and continue the development of air transportation to the extent and 
of the character and quality required for the national defense, the eommerce of the 
United States, or the postal service. The Board is empowered to make subsidy 
payments for individual air carriers or classes of air carriers, or on the basis of any 
other reasonable classification of carriers, services, routes and route segments, or 
any combination thereof, and to prescribe the method or methods of such pay- 
ments and duration of period for which applicable. The Board may make such 
subsidy payments effective from such date, after the institution of the proceeding 
under this subsection, as it shall determine to be proper. Payments under this 
subsection shall be made by the Board out of sums appropriated to the Board for 
such purpose. 

‘“*(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy provi- 
sions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of publie convenience and necessity authorizing it to offer 
certain services shall not be deemed conclusive of the issue as to whether such 
services are sufficiently required in the interest of the national defense, the com- 
merce of the United States, or the postal service, to justify the amount of subsidy 
that would be required to keep such services in operation. 

(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make temporary 
subsidy payments pending the determination of final subsidy payments. Tem- 
porary subsidy payments so made shall not be considered final, and when final 
subsidy payments are determined, they shall cover any period with respect to 
which a temporary subsidy payment was made and shall supersede such tempo- 
rary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air transporta- 
tion, occurring after March 31, 1952. 
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ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

(1) By inserting ‘‘(1)”’ after “‘(d)’’; and 

(2) By inserting at the end thereof the following new paragraph: 

(2) On or before March 31, 1952, and from time to time thereafter, the Civil 
Aeronautics Board shall, after notice and hearing, prescribe standards by which 
air carriers, in keeping their accounts, records, and memoranda, shall allocate 
receipts from, and expenditures for, the air transportation services rendered by 
them. From and after April 1, 1952, it shall be unlawful for any air carrier, in 
keeping any account, record, or memorandum (other than any additional ac- 
count, record, or memorandum kept pursuant to the proviso of paragraph (1) of 
this subsection), to allocate any receipt from, or expenditure for, any air trans- 
portation service it renders in any manner other than a manner which conforms 
to the standards prescribed pursuant to this paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after ‘‘civil aeronautics’ a comma 
and the following: “including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under this Act 
with a separate analysis of the bases upon which each such mail payment and 
each such subsidy payment was provided’’, 


STUDIES AND REPORT 


Sec. 5. (a) The Civil Aeronautics Board is authorized to make studies in con- 
nection with any of the provisions of this Act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes 
to enter into contracts or other arrangements, or modifications thereof, for the 
carrying on of such studies by such persons or organizations as may be designated 
by the Chairman of the Civil Aeronautics Board and the chairmen of the Com- 
mittees on Interstate and Foreign Commerce of the Senate and House of Repre- 
sentatives of the United States. 

(b) On or before April 1, 1952, the Civil Aeronatuies Board shall, on the basis 
of a comprehensive study, render a written report to the Congress on what ag- 
gregate sums it estimates will be required during the fiscal year ending June 30, 
1953, (1) to provide fair compensation for services to be rendered by air carriers 
in the carriage of the mails, in accordance with the provisions of section 406 (a) 
of the Civil Aeronautics Act of 1938, as amended by this Act, and (2) to provide for 
payment of essential subsidy, in accordance with section 406 (c) of such Act, as 
amended by this Act. Such report shall include a study of the potential revenues 
from all forms of air traffic and of the potential economies which could be achieved 
in airline costs, as well as such other factors as may be pertinent to the develop- 
ment, with the least possible expenditures by the United States, of an efficient and 
economical air transport industry to the extent and of the character and quality 
required for the national defense, the commerce of the United States, and the 
postal service. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provisions of this section. 


[S. 535, 82d Cong., Ist sess.] 


4 BILL To provide for the separation of mail pay from subsidies in the case of air carriers engaged in inter- 
national air transportation 


Be it enacted by the Senate and House of Representatives.of the United States of 
America in Congress assembled, That the Civil Aeronautics Act of 1938, as amended, 
is further amended as follows: 

(1) By inserting in section 1 thereof, immediately following the paragraph 
numbered (19), a new paragraph as follows: 

““(19.1) ‘International air carrier’ means an air carrier undertaking to engage in 
international air transportation; and ‘international air transportation’ means the 
carriage by aircraft of persons or property as a common carrier for compensation 
or hire, or the carriage of mail by aircraft, in commerce, between any point in the 
United States and any point in a foreign country other than Canada.” 
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(2) By inserting, between the word ‘‘and’”’ and the word “‘the’’ immediately 
following the last semicolon in subsection (b) of section 406 thereof the following: 
“(except in the case of an international air carrier)” and adding at the end of such 
subsection the following: ‘“‘In the case of international air carriers, the fair and 
‘reasonable rates to be fixed by the Board shall, notwithstanding the provisions of 
subsection (a) hereof, be the same as the rates, if any, provided for payment by 
the United States for similar transportation to foreign air carriers in any inter- 
national treaty, convention, or agreement to which the United States is a party; 
and if no such rates shall be applicable, the Board shall fix and determine such 
fair and reasonable rates in the manner provided in this section, but without 
taking into account the third of the rate-making elements set forth in this sub- 
section.”’ 

(3) By adding at the end thereof the following: 


“TITLE XITI—SUBSIDIES TO INTERNATIONAL AIR CARRIERS 
“DECLARATION OF PUBLIC INTEREST; ESTABLISHMENT OF POLICY COMMITTEE 


“Sec. 1300. (a) It is hereby declared that the interests of the commerce of the 
United States, the national defense, and the postal service require that the United 
States shall have a system of international air transportation (1) sufficient to 
carry a substantial portion of its own international air commerce commensurate 
with the large proportion of such air commerce originated by it, to obtain a fair 
share of air commerce between other nations of the world, and to provide it with 
air communications on all routes essential to the national interest; (2) capable 
of serving as an aid to its military forces in time of war or national emergency 
both directly and as a source of trained personnel; (3) owned and operated under 
the United States flag by citizens of the United States; and (4) composed of the 
most modern, safest, and most suitable types of aircraft constructed in the United 
States and manned with citizens thereof; and that, in order to fogter the develop- 
ment and encourage the maintenance of such a system of international air trans- 
portation, to avoid destructive rivalries between American companies abroad, 
and to present a united American front against the competition of foreign air 
monopolies, it is necessary to make provision for the payment of subsidies to 
international air carriers as provided hereinafter. 

‘*(b) There is hereby established a committee in the executive branch of the 
Government to be known as Policy Committee, International Civil Air Trans- 
portation (hereinafter referred to as the ‘Policy Committee’). The Policy Com- 
mittee shall be composed of the Secretary of State, who shall act as its Chairman; 
the Secretary of Defense; the Secretary of Commerce; the Chairman of the Joint 
Chiefs of Staff; and the Chairman of the Civil Aeronautics Board. The Board 
shall consult with and obtain the approval of the Policy Committee before order- 
ing the establishment of new routes or services or directing the suspension or 
abandonment of routes or services on the basis of an emergency or otherwise 
pursuant to section 1303. The Policy Committee shall have regular meetings 
at least once in each three months and shall have special meetings at such times 
as the Chairman shall direct. 


** CONSTRUCTION-DIFFERENTIAL SUBSIDY 


“Sec. 1301. (a) The Board is authorized and directed to grant to international 
air carriers a construction-differential subsidy and other financial assistance for 
the construction by manufacturers in the United States of flight equipment to be 
operated by such international air carriers in international air transportation, as 
hereinafter provided. 

““(b) An international air carrier or any group of two or more such é¢arriers 
may submit to the Board at any time plans for the acquisition of new flight 
equipment with respect to which a construction-differential subsidy or other 
financial assistance under this section is desired, giving such detail as to types, 
numbers, characteristics, cost, and the like as the Board may require. The 
Board, with the advice of the Policy Committee and any other interested agencies, 
shall promptly review such plans and, to the extent that it determines them to 
be adapted to effectuating the purposes of this title, shall certify them as qualifying 
for the financial assistance provided in this section upon the terms and conditions 
provided in this section and such further terms and conditions as it shall prescribe 
in the public interest. In such certificate the Board shall estimate the prospective 
economic life of such flight equipment, 
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“(e) In the case of any flight equipment which the Board has certified as 
provided in subsection (b), the Board will (1) as a construction-differential 
subsidy, pay to the manufacturer, or, if the international air carrier or carriers 
shall have made payment directly to the manufacturer, will reimburse such 
carrier or carriers for, the excess of the cost of the flight equipment (excluding 
the cost of any features incorporated therein for national defense purposes, which 
shall be paid by the Board in addition to the construction-differential subsidy) 
over the fair and reasonable estimate of cost, as determined by the Board, of the 
construction of such flight equipment under similar plans and specifications 
(excluding national defense features as above provided) in foreign aircraft plants 
deemed by the Board to furnish a fair and representative example for the deter- 
mination of the estimated foreign cost of construction of flight equipment having 
the same general characteristics, and (2) if the applicant carrier or carriers shall so 
request, may advance not in excess of 75 per centum of the net cost of the flight 
equipment to such carrier or carriers, any such advance to be secured by mortgage 
upon the flight equipment and to be repayable in a number of equal semiannual 
installments fixed by the Board over the prospective economic life of the flight 
equipment as certified by the Board and the unpaid balance to bear interest at 
the rate of 3% per centum per annum. . 

“(d) No flight equipment for which a construction-differential subsidy has 
been received pursuant to this section shall be sold, leased, or otherwise disposed of 
by any international air carrier or carriers during the economic life of such 
equipment as certified by the Board unless such carrier or carriers shall repay 
to the Board that proportion of the said subsidy (plus the cost of national defense 
features) which the remaining economic life of such flight equipment bears to 
the economic life certified by the Board, or make proper repayment on such 
other terms and conditions as the Board may prescribe in the public interest. 
To the extent that any flight equipment for which a construction-differential 
subsidy has been received pursuant to this section is used by an international air 
carrier otherwise than in international air transportation, such carrier shall pay 
to the Board annually that proportion of the construction-differential subsidy 
divided by the economic life of the flight equipment as certified by the Board 
which the gross revenues derived by such carrier from operations conducted by 
such flight equipment in other than international air transportation bears to the 
entire gross revenues earned by such carrier with such flight equipment during 
such year. 

“‘(e) If an international air carrier proposes to acquire new flight equipment 
to replace flight equipment which is deemed by it to be obsolete or inadequate for 
successful operation, the Board shall have the right in its discretion to buy such 
replaced flight equipment at a fair and reasonable purchase price which shall not 
exceed the cost thereof to such carrier plus the actual cost previously expended 
thereon for reconditioning minus all reasonable and proper depreciation; and if the 
Board exercises its right in this regard, the carrier shall apply such purchase price 
to that portion of the construction cost of new flight equipment which is to be 
borne by it. The Board may dispose of flight equipment so acquired in such 
manner as it shall determine to be in the best interests of the United States and in 
effectuation of the purposes of this Act: Provided, That in selling any such flight 
equipment, the Board shall make provision for appraisement, due advertisement, 
and competitive sealed bids. 


“‘OPERATING-DIFFERENTIAL SUBSIDY 


“Sec. 1302. (a) An international air carrier shall be entitled to receive from the 
Board an operating-differential subsidy as herein provided. 

“(b) The Board, with the advice of the Policy Committee, shall from time to 
time determine which of the routes and services of international air carriers are 
subject to competition by foreign air carriers or foreign-flag air carriers of such a 
character as to require the payment of an operating-differential subsidy in order 
to effectuate the purposes and policy of this title. The Board shall establish and 
prescribe appropriate means for segregating in each case the operations on account 
of which such an operating-differential subsidy is to be paid from other operations 
conducted by the international air carrier. 

“(c) The amount of the operating-differential subsidy shall equal the excess of 
the fair and reasonable cost of wages and subsistence of flight and ground per- 
sonnel, materials, insurance, and any other items of expense with respect to which 
the Board shall find and determine that the international air carrier is at a sub- 
stantial disadvantage in competition with one or more foreign air carriers or 
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foreign-flag air carriers which constitute substantial competitors of the interna- 
tional air carrier on a particular route or service. 

“(d) The basis for the payment of the operating-differential subsidy shall be 
initially established within thirty days after the effective date of this title. Such 
subsidy shall be payable on the basis of a final accounting made as soon as prac- 
ticable after the end of each vear or other period fixed by the Board. The Board 
may provide for the payment from time to time during any such period of such 
amounts on account as it deems proper. The basis of payment initially established 
shall be subject to review and readjustment from time to time but not more fre- 
quently than once a year at the instance of the Board or of the interested carrier. 
If any such readjustment cannot be reached by mutual agreement, the Board, on 
its own motion or on the application of the interested carrier, shall, after a proper 
hearing, determine the facts and make such readjustment in the amount of such 
future payments as it may determine to be fair and reasonable and in the public 
interest. The Board’s decision shall be besed upon and governed by the changes 
which may have occurred since the last preceding determination with respect to 
the items theretofore considered and other relevant facts and shall be promulgated 
in a formal order which shall be accompanied by a report in writing in which the 
Board shall state its findings of fact. 

‘““(e) No operating-differential subsidy shall be paid for the operation of flight 
equipment which the Board shall determine to be obsolete unless the Board finds 
that the failure to replace such flight equipment has been occasioned by causes 
beyond the control of the international air carrier owning such equipment or that 
such payment is otherwise in the public interest. 

““(f) If at the end of any ten-year period the net profit of any international air 
earrier (without regard to capital gains and capital losses) after deduction of ap- 
propriate depreciation and amortization charges has averaged more than 6 per 
centum per annum upon the capital investment of such carrier used in or useful 
for the operations of such carrier, such carrier shall pay to the Board an amount 
equal to one-half of such profit in excess of 6 per centum per annum: Provided, 
however, That the amount of profit so recaptured in respect of any period shall not 
in any case exceed the amount of the operating-differential subsidy payments made 
to such carrier for such period: And provided further, That if the effective date of 
this title is prior to July 1 in any vear the first computation under this subsection 
shall be for the period ending on the last day of December in the tenth year there- 
after and if the effective date of this title is on or after July 1 of any vear the first 
such computation shall be for the period ending on the last day of December ih 
the eleventh year thereafter. 

‘*(g) Each international air carrier shal! create and maintain a special reserve 
fund in such depository or depositories as the Board shall approve. If the profits 
of any such carrier without regard to capital gains and capital losses in any year 
exceed 6 per centum per annum upon the capital investment of such carrier used 
in or useful for its operations, such carrier shall deposit annually such excess profits 
in this reserve fund. From the special reserve fund so created such carrier may 
make the following disbursements and no others: 

‘*(1) Reimbursement to its general funds for the amount by which its net in- 
come for any year without regard to capital gains and capita! losses shall be less 
than 6 per centum per annum upon its capital investment used in or useful for 
its operations. 

2) Payment of amounts due from such carrier to the Board as provided in 
subsection (f) hereof, but such reimbursement shall be deferred until the amount 
of deposit in the special reserve fund shall be sufficiently in excess of 3 per centum 
of the capital investment of such carrier used in or useful for its operations so that 
payment of such reimbursement to the Board will not reduce the special reserve 
fund below a sum equal to such 3 per centum. 

“*(3) If at the end of any year the amount in the special reserve fund shall 
exceed 6 per centum of the capital investment of such carrier used in or useful for 
its operations and if the amount in the special reserve fund shall also exceed the 
sum of 3 per centum of the capital investment of such carrier used in or useful for 
its operations and the amount that would be payable by such carrier to the Board 
pursuant to subsection (f) hereof if such payment were required to be made at 
such time, such carrier may withdraw part or all of such excess reserve and pay 
the sum so withdrawn into its general funds. 

“The Board shall adopt and prescribe rules and regulations for the adminis- 
tration of the reserve funds contemplated by this subsection and shall include 
definitions of net income and the capital investment of international air carriers 
used in and useful for their operations: Provided, however, That in computing net 
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income proper allowance shall be made for charges for depreciation and amortiza- 
tion and that in computing the capital investment used in or useful for operations 
there shall be included capital borrowed for terms exceeding one year and in- 
vestments in and advances to associated companies to such extent as the Board 
may determine that such investments or advances are in furtherance of the ob- 
jectives of this title. The earnings of an international air carrier which are 
deposited in a special reserve fund as provided in this section, except earnings 
withdrawn from such special reserve fund, shall be exempt from all Federal 
taxes. Earnings withdrawn from such special reserve fund shall be taxable as 
if earned during the year of withdrawal from such fund. 


“NATIONAL INTEREST AND OTHER SPECIAL SERVICES 


“Sec. 1303. (a) If the Board, after consultation with the Policy Committee, 
shall find that routes or services in addition to those being operated by an inter- 
national air carrier are required in the national or public interest to be operated 
by such carrier or that any routes or services being operated by such carrier are 
required in the national or public interest to be suspended or abandoned, the 
Board shall give notice to such carrier to that effect. If within twenty days 
after the receipt of such notice such carrier shall file with the Board a stipulation 
consenting to modification of its certificate in accordance with such notice, the 
Board may so modify such certificate without further proceedings. Where after 
consultation with the Policy Committee it finds such action justified by an emerg- 
ency, notwithstanding any provisions of section 401 of this Act, may by order 
permit and require the carrier to take immediate action in accordance with a 
notice given under this subsection. Any interested person may at any time re- 
quest the Board to take action pursuant to this section. 

‘“‘(b) If the Board shall, by action initiated under this section, require or 
propose to require an international air carrier to establish an additional route 
or service, such carrier may, within twenty days after receipt of notice of such 
action, advise the Board that, in its opinion, the route or service, the establish- 
ment of which has been required, will not, after taking into account amounts 
receivable by way of operating-differeutial subsidy as provided in section 1302, 
provide a reasonable return (computed on an additional cost basis upon the 
additional investment required for the operation of such routes or services), and 
shall furnish the Board with all pertinent facts. If the Board shall nevertheless 
require the said route or service to be operated, the Board shall order paid to such 
earrier such additional amount, if any, as the Board shall determine, through 
proceedings for which it shall provide, will result in fair compensation for such 
operation and may, to such extent as it deems appropriate, make grants to such 
sarrier for any necessary capital investment in ground facilities outside the con- 
tinental United States required for such operation: Provided, however, That in 
any case where such a grant is made appropriate steps shall be taken to insure that 
the property obtained therewith shail be used generally for the benefit of the 
United States and that no such property shall be deemed a part of the capital 
investment of the carrier. 

‘““(e) If the Postmaster General shall find at any time that the needs of the postal 
service require the transportation of mail by aircraft between the United States 
and foreign countries in addition to the transportation of mail being effected by 
international air carriers at the time, the Postmaster General, in lieu of proceeding 
under section 401 (n) of this Act, may certify such finding to the Board, which, 
if it concurs therein, my thereupon take action pursuant to section 1303 (a) of 
this Act. 

‘“‘(d) The Board may from time to time enter into contracts with international 
air carriers for the operation of particular routes and services primarily noncom- 
mercial in character for the construction, maintenance, or operation of airports, air 
navigation, communications, and other ground facilities outside the continental 
United States and for such other purposes as the Board, with the approval of the 
Policy Committee, may deem to be in furtherance of the objectives of this title, 
upon such terms and conditions as the Board may determine. 


“ 


SUBSIDY TO MEET GOVERNMENTAL AID PAID TO FOREIGN COMPETITORS 


“Sec. 1304. If in the case of any particular route or service the Board shall find 
that the governmental aid provided for in this title is in any respect inadequate to 
offset the effect of governmental aid paid to foreign-flag competitors, it may grant 
such additional aid as it determines to be necessary for that purpose: Provided, 
That no such additional aid shall be granted except upon an affirmative vote of 
four of the members of the Board. 
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““REPORTS TO CONGRESS 


“Sec. 1305. The Board shall include in its annual report to Congress a detailed 


statement of all transactions with international air carriers under the provisions 
of sections 1301, 1302, 1303, and 1304, 


“CONTRACT AUTHORIZATIONS 


“Sec. 1306. In addition to amounts payable by way of construction-differential 
and operating-differential subsidies pursuant to sections 1301 and 1302, which 
shall be paid out of sums to be appropriated therefor, the Board is granted author- 
ization to enter into contracts or to make grants as provided in sections 1303 and 
1304, in an amount not to exceed $25,000,000, which shall also be paid out of sums 
to be appropriated therefor. 


“EFFECTIVE DATE 


“Sec. 1307. The provisions of this title shall become effective ninety days after 
the date of approval hereof.”’ 


[S. 1137, 82d Cong., Ist sess.] 


A BILL To provide for the separation of subsidy from air-mail pay in accordance with recommendations of 
the Commission on Organization of the Executive Branch of the Government 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘Air Mail Sub- 
sidy Separation Act of 1951’’. 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 
Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SURSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, upon 
its own initiative or upon petition of the Postmaster General or an air carrier, 
to determine and fix from time to time, after notice and hearing, fair and reasonable 
rates of compensation for the transportation of mail by aircraft, the facilities used 
and useful therefor, and the services connected therewith (including the trans- 
portation of mail by an air carrier by other means than aircraft whenever such 
transportation is incidental to the transportation of mail by aircraft or is made 
necessary by conditions of emergency arising from aircraft operation), by each 
holder of a certificate authorizing the transportation of mail by aircraft, and to 
make such rates effective from such date, after the institution of the proceeding 
under this subsection, as it shall determine to be proper; to prescribe the methods 
or methods, by aircraft-mile, pound-mile, weight, space, or any combination 
thereof, or otherwise, for ascertaining such rates of compensation; and to fix dif- 
ferent rates for different air carriers or classes of air carriers, or different classes of 
service, or on the basis of any other reasonable classification of carriers, services, 
routes and route segments, or any combination thereof. The rates so determined 
and fixed shall be published by the Board and shall be paid by the Postmaster 
General from appropriations for the transportation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be based upon the necessary cost to the air carrier, under honest, economical, 
and efficient management, of the mail transportation services actually rendered 
or such services to be rendered (computed in accordance with the standards pre- 
scribed by the Civil Aeronautics Board pursuant to section 407 (d) (2)), plus a 
fair and reasonabie return. 

(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination of 
finai rates. Such temporary rates shall not be considered final for any period and 
shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 
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“Recommendations as to Rates 

























































‘““(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 

(2) The Postmaster General shall introduce as a part of the record in all pro- 
ceedings under subsection (a) of this section (A) a statement of the rates recom- 
mended by him as being fair and reasonable, and (B) a comprehensive statement 
of all service to be required of the air carrier and such other information in his 
possession as he deems, or as may be deemed by the Board, to be material to the 
inquiry. 

““(3) The burden of proof in any proceeding under subsection (a) of this section 
which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


““(e) (1) The Board is empowered, upon its own initiative, or upon the petition 
of any air carrier holding a certificate authorizing the transportation of mail by 
aircraft, to make, after notice and hearing, subsidy payments to such air carrier in 
amounts determined by the Board to be essential (when taken together with all 
the other actual and potential revenues of the air carrier) to enable the air carrier 
under honest, economical, and efficient management to maintain and continue 
the development of air commerce to the extent and of the character and quality 
required for the national defense, the commerce of the United States, or the 
postal service. The Bod@d is empowered to make subsidy payments for indi- 
vidual air carriers or classes of air carriers, or on the basis of any other reasonable 
classification of carriers, services, routes and route segments, or any combination 
thereof, and to prescribe the method or methods of such payments and duration 
of period for which applicable. The Board may make such subsidy payments 
effective from such date, after the institution of the proceeding under this sub- 
section, as it shall determine to be proper. Payments under this subsection shall 
be made by the Board out of sums appropriated to the Board for such purpose. 

(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy pro- 
visions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its ep»-ations under the 
standard established by this Act. The fact that an air carrier uas been granted a 
certificate of public convenience and necessity authorizing it to offer certain serv- 
ices shall not be deemed conclusive of the issue as to whether such services are 
sufficiently required in the interest of the national defense, the commerce of the 
United States, or the postal service, to justify the amount of subsidy that would 
be required to keep such services in operation. 

(3) The Board is authorized, with or without hearing but upon a showing 
by the air carrier or carriers concerned of essentiality and urgency, to make 
temporary subsidy payments pending the determination of final subsidy pay- 
ments. Temporary subsidy payments so made shall not be considered final, and 
when final subsidy payments are determined, they shall cover any period with 
respect to which a temporary subsidy payment was made and shall supersede 
such temporary payment for such period.”’ 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air commerce, 
occurring after December 31, 1951. 


ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, us amended, is 
hereby amended— 

(1) By inserting “(1)” after ‘“(d)”’: and 

(2) By inserting at the end thereof the following new paragraph: 

**(2) As soon as may be practicable after December 31, 1951, and from time 
to time thereafter, the Civil Aeronautics Board shall, after notice and hearing, 
prescribe standards by which air carriers, in keeping their accounts, records, and 
memoranda, shall allocate receipts from, and expenditures for, the air transporta- 
tion services rendered. In so doing, the Civil Aeronautics Board is authorized 
to consider, to the extent deemed feasible, the following four categories: Trans- 
portation of passengers and their baggage, transportation of freight, transportation 
of express, and transportation of mail. After December 31, 1951, it shall be 
unlawful for any air carrier, in keeping any account, record, or memorandum 
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(other than any additional aceount, record, or memorandum kept pursuant to 
the proviso of paragraph (1) of this subsection), to allocate any receipt from, or 
expenditure for, any air transportation service it renders in any manner other 
than a manner which conforms to the standards prescribed pursuant to this 
paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after ‘‘civil aeronautics’ a comma 
and the following: ‘including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under this Act 
with a separate analysis of the bases upon which each such mail payment and 
each such subsidy payment was provided”. 





[S. 1657, 82d Cong., Ist sess.] 


A BILL To adjust the rates of payment for the transportation of mail by air carriers and to authorize sub- 
sidies for air transportation essential to national defense and commercial development, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘‘Air Mail Pay 
and Subsidy Act of 1951”’. 

Sec. 2. Section 406 of the Civil Aeronautics Act of@1938 is amended to read 
as follows: 


“PayMENTS FOR TRANSPORTATION OF MAIL AND FOR EssENTIAL AIR TRANS- 
PORTATION 


“RATES FOR DOMESTIC AND FOREIGN TRANSPORTATION OF MAIL 


“Sec. 406. (a) Effective after June 30, 1952, each air carrier holding a certificate 
authorizing the transportation of mail by aircraft shall be paid (1) for the domestic 
transportation of mail by aircraft on schedules designated, or ordered to be 
established, by the Postmaster General pursuant to section 405 (e) of this Act at 
a base rate of 42 cents per ton-mile of mail carried, however the Board may classify 
such carrier, upon the basis of types of communities served, as either a regional 
or secondary air carrier, or a local service or feeder air carrier, and if such carrier 
is so classified as a regional or secondary air carrier then it shall be paid at a rate 
per ton-mile of mail carried equal to 150 per centum of such base rate, or if so 
classified as a locel service or feeder air carrier then at a rete per ton-mile of mail 
carried equal to 200 per centum of such base rate, and (2) for the foreign trans- 
portation of mail by aircraft on schedules so designated or so ordered at a rate 
per ton-mile of mail carried equal to 80 per centum of the average postage revenue 
per ton-mile derived from such foreign transportation of mail by the Post Office 
Department. For the purpose of computing such average postage revenue, mail 
carried in foreign transportation for or to members of the Armed Forces without 
charge or at reduced postage rates shall not be included. Such payment shall 
be considered to include payment for facilities used and useful for such domestic 
and foreign transportation, services connected therewith, and transportation of 
mail by an air carrier by other means than aircraft whenever such transportation 
is incidental to such domestic and foreign transportation or is made necessary by 
conditions of emergency arising from aircraft operation. In the computation of 
such payment the mileage used shall be the airport-to-airport mileage in su ch 
schedules as established by the Board, and one hundred pounds shall be the 
minimum weight used at all times while fiying such schedules. Such payments 
shall be made by the Postmaster General from funds appropriated for the trans- 
portation of mail by aircraft. 


“AUTHORITY TO ADJUST RATES 


“(b) The Board is empowered and directed, after notice and hearing, to modify 
as of July 1, 1955, and at three-vear intervals thereafter, the rates established in 
subsection (a) of this section upon finding that such modification is necessary in 
order to maintain such rates at a fair and reasonable level for the transportation 
of mail. In modifying the rates established in subsection (2) of this section the 
Board shell not establish (1) a base rate per ton-mile for domestic transportation 
of mail which exceeds the average gross revenue per ton-mile realized, during a 


Hs ahs Raat slime. sib 


Anes seb tbcnos 


a BORA StS 


ah Rainn anes. 


Tr 


ao 


gee re et 


o~ 


— =<_ 


si ec aidictin it 


or 


at we BOREAS inch 


aint saw 


j 
: 
¥ 
: 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 11 


representative period, from the domestic transportation of passengers by all air 
carriers receiving payments under subsection (a) of this section for the domestic 
transportation of mail, or (2) a rate per ton-mile for foreign transportation of 
mail which exceeds the average postage revenue per ton-mile derived by the Post 
Office Department from such foreign transportation of mail. 


“DEFINITIONS 


““(c) For the purposes of subsections (a) and (b) of this section ‘domestic trans- 
portation’ means transportation between places in the several. States and the 
District of Columbia, between such a place and a place in Canada within one 
hundred miles of the international boundary line when such place in Canada is 
the terminating point of such transportation, and between places within the 
Territory of Hawaii; and ‘foreign transportation’ means all other transportation 
not including any part which is defined above as domestic transportation. 


“WEIGHING OF MAIL 


‘‘(d) The Postmaster General may weigh the mail transported by aircraft and 
make such computations for statistical and administrative purposes as may be 
required in the interest of the mail service. The Postmaster General is authorized 
to employ such clerical and other assistance as may be required in connection 
with proceedings under this Act. If the Board shall determine that it is necessary 
or advisable, in order to carry out the provisions of this Act, to have additional 
and more frequent weighing of the mails, the Postmaster General, upon request 
of the Board, shall provide therefor in like manner, but such weighing need not 
be for continuous periods of more than thirty days. 


“SUBSIDY PAYMENTS FOR ESSENTIAL AIR TRANSPORTATION 


“(e) (1) For the purpose of maintaining and continuing the development 
of air transportation (including the introduction of new and improved types of 
commercial aircraft) to the extent and of the character and quality required for 
the national defense and the foreign and domestic commerce of the United States, 
the Board is empowered, upon petition of any air carrier holding a certificate 
authorizing the transportation of mail by aircraft, and after notice and hearing, 
to make payments, out of funds appropriated for the purpose of this subsection, 
to such carrier to enable it under honest, economical, and efficient management 
to effeet such purpose. The Board may prescribe the method of making such 
payments and their period of duration and after such period a new petition and 
notice and hearing shail be required before any further payments are made to 
such carrier under this subsection. Each such petition shall state in detail (A) 
the amount of payments the petitioner needs in order to effect the purpose of this 
subsection, and the petitioner shall have the burden of proving such need, (B) 
the places in the United States (excluding Territories and possessions) served 
by such carrier which, in accordance with the procedures prescribed by the Board, 
will be served at a loss during the period covered by such petition, (C) the amount 
of such loss attributable to each such place, and (D) the amount of the payment 
requested by such petition which should be attributable to each such place, based 
upon a distribution of the total operating revenues (excluding any payments 
made under this subsection) and expenses of such carrier including a fair return 
on its investment. 

(2) In determining whether any payments should be made to a carrier under 
this subsection, and the amount of such payments, the fact that such a esrrier 
holds a certificate of public convenience and necessity authorizing it to conduct 
certain services shall not be deemed conclusive of the issue as to whether any such 
service is sufficiently required in the interest of the national defense and the 
commerce of the United States, to justify the amount of payment that would be 
required under this subsection to enable such carrier to continue such service. 
In any proceeding in which any such issue is raised, the Board shall give 
notice to interested parties (including cities receiving such service) and permit 
such parties to be heard. If the Board shall determine that the need for such 
service does not justify the amount of payment that would be required under this 
subsection to continue it, its final order denying such payment shall be accompanied 
by an order authorizing such carrier to abandon such service at any time within 
six months from the date of such order. 

(3) During the pendeney of proceedings to determine the amount of payment 
to any air carrier under this subsection, the Board is authorized, with or without 
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hearing, to make an advance, out of funds appropriated for the purpose of this 
subsection, to such carrier upon a showing that the need for such an advance is 
essential and urgent. Before receiving such an advance such carrier shall be 
required to agree to repay within a reasonable time such advance, or any part 
thereof, which exceeds the payment, if any, to such carrier finally determined by 
the Board under this subsection. Such repayments shall be made to the Treasurer 
of the United States and shall be credited to appropriations made available for the 
purpose of this subsection. 


“PAYMENTS TO FOREIGN AIR CARRIERS 


“(f) In any case where air transportation is performed between the United 
States and any foreign country, both by aircraft owned or operated by one or 
more air carriers holding a certificate under this title and by aircraft owned or 
operated by one or more foreign air carriers, the Postmaster General shall not pay 
to or for the account of anv such foreign air carrier a rate of compensation for 
transporting mail by aircraft between the United States and such foreign country, 
which, in his opinion, will result (over such reasonable period as the Postmaster 
General mav determine, taking account of exchange fluctuations and other factors) 
in such foreign air carrier receiving a higher rate of compensation for transporting 
such mail than such foreign country Days to air carriers for transporting its mail 
by aircraft between such foreign country and the United States, or receiving a 
higher rate of compensation for transporting such mail than a rate determined by 
the Postmaster General to be comparable to the rate such foreign country pays to 
air carriers for transporting its mail by aircraft between such foreign country and 
an intermediate country on the route of such air carrier between such foreign 
country and the United States.”’ 

Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938 is amended by 
inserting “‘(1)”’ efter ‘‘(d)’’, and by inserting at the end thereof the followin: 

‘‘(2) The Board shall prescribe procedures by which each air carrier holding 
a certificate authorizing the transportation of mail by aircraft, in keeping its 
accounts, records, and memoranda, shall separately record and allocate among 
places in the United States served by such carrier, the receipts from and the 
expenses incurred in the performance of its various services to each such place.”’ 

Sec. 4. Such appropriations as are necessary to carry out the provisions of 
this Act are hereby authorized to be made. 


The CHarrMan. I would like to place in the record first a statement 
that I made with respect to Senate bill 1657 at the time it was intro- 
duced. 

(The statement referred to is as follows:) 


STATEMENT OF SENATOR Epwin C. JOHNSON ON INTRODUCTION oF AIR MAIL 
Pay AND Supsipy Act or 1951, 8S. 1657 


Mr. President, I am introducing a bill today to separate the payment for the 
transportation of mail by air carriers from whatever subsidies may be paid them. 
This bill is the product of 2 years of exhaustive study conducted by the Senate 
Committee on Interstate and Foreign Commerce. However, it has not been 
approved by other members of the committee, and represents my views on how 
the controversial task of separating airline subsidies from Post Office appropria- 
tions should be resolved at this time by the Congress. 

This bill would fix for 3 vears, beginning July 1, 1952, the rates that the do- 
mestic and United States international airlines would receive from the Post 
Office Department. I have recommended 42 cents a ton-mile as the base rate 
for the domestic transportation of mail, with a provision that the Civil Aeronau- 
tics Board may classify certain of the less favorably situated carriers as regional 
or secondary air carriers to whom the Postmaster General would pay 63 cents a 
ton-mile, and others as local service or feeder carriers to whom the Postmaster 
would pay 84 cents a ton-"nile. 

Had. this bill been in effect in 1949, the Post Office would have saved an esti- 
mated $40,272,000 in domestic air mail payments. However, the domestic air- 
lines have requested the Civil Aeronautics Board to authorize an additional 
$2,000,000 in mail pay for 1949 to the $60,552,000 already paid them. If these 
pending petitions are allowed, which I doubt, the savings to the Post Office 
Department under this bill, could have reached nearly $70,000,000. 

The rate of 42 cents a ton-mile will apply to the mail carried by the larger 
domestic carriers such as American, United, TWA, and Eastern. These carriers 
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are the more prosperous domestic carriers and no longer require a subsidy. How- 
ever, not all air carriers connect large metropolitan areas having heavy traffic 
potentials; nevertheless, the communities they do serve also need good air mail 
service. 

It is fair to recognize too that little mail moves over some mail routes and the 
proposed ton-mile rates hardly cover the ‘‘stand-by expense’’ of the transporta- 
tion provided for the postal service. Accordingly, the bill provides that a 100- 
pound minimum should be allowed in the mail rate computation on each leg of all 
mail schedules. This minimum of one-twentieth of a ton insures the smallest 
local service carrier a minimum payment of 4.2 cents an airplane-mile. This is 
less than the revenue realized from carrying one passenger. Domestie air-mail 
postage is uniform regardless of distance, and most passenger fares yield about the 
same rate per mile regardless of type of plane used. In one sense air mail trans- 
portation has the same value to the postal service regardless of the particular 
route over which the mail happens to move, but the volume of mail and the dis- 
tance transported makes for a widespread variation of cost to the carrier. 

The establishment of a mail rate for United States international carriers, which 
operate in competition with foreign government airlines, presents a most difficult 
problem. No one wants to jeopardize the competitive positions of our airlines 
in their struggle of survival with subsidized foreign competition. Nor do we want 
to upset delicately balanced international postal arrangements. Last January, 
I sought the advice of the Air Cooordinating Committee on these international 
problems. This is a committee set up by the President to coordinate for the 
executive departments and agencies and to advise upon just such fundamental! 
aviation problems as this presents. To date, the committee has been unable to 
present jts views to me. 

However, the demand must be met that the separation of mail pay from sub- 
sidy include all carriers, domestie and international. Accordingly, I have pro- 
vided in this bill a method of divorcing the obligation of the Post Office Depart- 
ment to pay for the transportation services rendered for it from the over-all 
national interest responsibilities of the Civil Aeronautics Board. This is done 
in a manner which, I believe, will be equitable to American international carriers, 
and at the same time permit the continued development of our vital international 
airline services. 

The bill provides that the United States international carriers shall be paid by 
the Post Office Department a rate for the carriage of mail equal to 80 percent of the 
average postage revenue received by the United States Post Office for trans- 
porting this mail. I have had a computation made and I am advised that upon 
the basis of 1949 postage revenues and mail loads, this would have produced a 
mail rate of $1.51 per ton-mile. 

Payment of 80 percent of the postage revenue to the carriers for transporting 
the mail leaves the Post Office Department with 20 percent of the postage revenue 
collected to pay departmental expenses and forwarding charges of foreign postal 
administrations, his rate is substantially below the prevailing rate that our 
Post Office pays to foreign-owned airlines for the carriage of our mail under the 
Universal Postal Union. But foreign governments would continue to pay to our 
carriers the same rates their carriers receive from us for carrying our mail. 

I propose that the $1.51 rate to be paid by the Post Office to our carriers for 
transporting mail to foreign countries be paid for transporting all United States 
mail by aircraft outside the continental limits of the United States, with the ex- 
ception of local mail carried by air within the Territory of Hawaii, and to cities 
within a strip 100 miles wide along the Canadian border. It would include the 
transportation of mail by certificated air carriers within Alaska, as well as mail 
carried to and from Alaska, to and from Hawaii, and to and from all other United 
States Territories and possessions. A 100-pound-minimum mail load is also 
provided for all schedules authorized or designated to be flown outside the United 
States for the carriage of United States mail. If United States international air 
carriers had been paid under this bill in 1949, the Post Office Department would 
have saved $27,126,000. 

Senators will please note that when I point out the savings to the Post Office 
Department it does not follow that all of these funds would have been saved 
to the Treasury. In addition to the rates established in the bill for the trans- 
portation of mail, provision is made for the Civil Aeronautics Board to pay sub- 
sidies to the air lines to develop and maintain an air transportation system to 
meet the national defense and the foreign and domestic commerce needs of the 
United States. These subsidy payments will be appropriated by Congress to 
the Civil Aeronautics Board for that purpose. 

The bill requires every air carrier seeking subsidies from the Board to present 
in its petition a detailed accounting of its losses incurred by its service to the 
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various communities of its certificated routes. This will indicate the need for 
the Federal subsidy requested and bring out in the open the soundness of the 
route pattern which is being maintained at Federal cost. 

While no one can predict what these subsidies may be, it is reasonable to 
anticipate that they will be held to a reasonable minimum. Under the provisions 
of the bill, the Civil Aeronautics Board will be required to appear before the 
Appropriations Committees annually to justify all funds which are to be used 
for subsidies. In pending mail pay proceedings before the Board by both domestic 
and international air carriers, the contingent liability of the Federal Government 
for additional mail pay up to January 1, 1951 is $167,717,000. I feel certain that 
every cent of that stupendous sum would have to be fully justified before it would 
be approved by the Appropriations Committees of Congress. 


The CuarrMaNn. Our first witness this morning is Mr. H. T. MeAnly, 
who is a senior partner of Ernst & Ernst, who will testify with respect 
to the report which that engineering firm filed with this committee 
dated April 9, 1951, and a supplement dated May 9, 1951. 

In this connection, I would like to insert, unless there is objection, 
my statement with respect to the Ernst & Ernst Report. 

(The statement referred to is as follows:) 


STATEMENT OF SENATOR Epwin C. JOHNSON ON RELEASE OF ERNstT & ERNST 
Reports ON Arn Mart Pay AND Supsipy SEPARATION 


Mr. President, today I am making public a comprehensive study which has been 
completed for our committee by Ernst & Ernst, a nationally known firm of 
accountants and management engineers. It provides the basic information for 
legislation to separate compensatory mail pay from subsidy for the domestic air 
lines. It was made with funds provided our committee for this purpose by the 
General Appropriations Act of 1950, Public Law 759 of the Eighty-first Congress. 

The report shows how Government “‘subsidy”’ can be related to the losses in- 
curred by our domestic air line stations. The only possible justification for pay- 
ing any air line a subsidy is the inability of all the communities which are served 
by a particular air line to provide enough passengers to pay for that service. Con- 
sequently air line subsidies must be tied to the communities receiving the air line 
service. 

Accordingly, the Ernst & Ernst Report develops methods and allocations for 
determining comparative profitability of individual air line communities. This 
is the only way that the true need for continued subsidies can be accurately com- 
puted, justified, and understood. The calendar year 1949 was used by Ernst & 
Ernst, and separate revenue and expense statements for each of the 928 air line 
stations operated by the domestic air lines at 503 airports was computed. A 
generous compensatory mail rate was prescribed by the committee. This rate 
produced $27,591,979 as the total compensatory mail earned by the domestic 
carriers, leaving $31,734,284 to be classed as ‘‘subsidy’’. The detailed procedures 
developed by Ernst & Ernst are described in the Report. 

In a supplementary report, attached hereto, Ernst & Ernst present a determina- 
tion of a uniform compensatory mail rate for the domestic air lines based upon the 
first-class passenger fare structure. The tabulations given in the statistical 
appendix to the Ernst & Ernst Report show that relatively few domestic communi- 
ties generated sufficient commercial traffic to support the level of air line service 
provided them in 1949. Although an airport occasionally serves more than one 
community, each airport with its associated city sales offices, was used as the unit 
for allocation of subsidy in the Report. 

The Report shows that 55 out of the 928 individual air line stations operating at 
503 airports were profitable to the air lines, i. e., returned at least 7 percent profit 
after taxes on the basis of the allocations of total revenues and expenses worked 
out by Ernst & Ernst under the mail rates and assumptions prescribed. These 
profitable stations were concentrated at 26 donestic and four Territorial cities 
and show total excess earnings of $21,261,000 to their companies over a net 7 
percent return after taxes. These profits very properly were used to support 
air line services to the “‘loss”’ stations on their respective route systems. 

\ir line profits from these 55 profitable stations, supplemented by Federal sub- 
sidy appropriations, make possible the extensive air line service the Civil Aero- 
nauties Board has certificated in every State. It is to support this vast scheduled 
air line network for passengers, cargo, and mail service, that Congress is asked to 
vete air line subsidies. 
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The Ernst & Ernst Report does not show the amount that an air line would save 
if service were suspended to one or more stations. Each airline was necessarily 
treated as a separate operating whole. 

The proceedures developed by Ernst & Ernst, if computed year after year by the 
Board, would prove fair and dependable guides for the Appropriations Commit- 
tees of Congress in determining the true need for air line subsidies. Moreover, if 
the recommendations made by Ernst & Ernst for improving the accounting reec- 
ords of the carriers are adopted by the Board and followed by the carriers, Con- 
gress will have precisely what is needed to do an intelligent job of providing sub- 
sidy appropriations. 

I commend this comprehensive Report for your careful consideration. I 
should like to point out that Ernst & Ernst, after full deliberation, concluded: 

“From the procedures outlined in our Report, profit or loss statements by sta- 
tions of respective domestic carriers can be developed, to cover any specific ac- 
counting period, for the purpose of allocation of subsidy in proportion to the 
stations reflecting insufficient revenues to cover their standard need (the sum of 
their justifiably incurrent expenses and the allocated portion of a reasonable 
return on their investment).” 

Ernst & Ernst continue: 

“We must reemphasize that procedures outlined in our Report, reflecting geo- 
graphical results of carriers, should prove of real worth in obtaining the ‘simple, 
dependable and understandable picture of the over-all problem and the domestic 
air line program’ outlined by the chairman of the committee in his interim Report 
of May 5, 1950, to the Senate Appropriations Committee.” 

The Supplementary Report made by Ernst & Ernst presents a determination of 
a uniform compensatory mail rate for the domestic air lines based upon the first- 
class passenger fare structure. Based upon 1949 air-line operations, their supple- 
mental studies support a uniform mail rate of either 50 or 46 cents per mail-ton- 
mile depending on whether advertising and publicity expenses are charged entirely 
to the passenger service, thus reducing the mail rate. These rates have been 
established by developing a uniform discount percentage applicable to the first- 
class one-way passenger fare structure so as to reflect the additional net cost of 
handling passenger traffic over and above the joint operating cost applicable to 
the services rendered after treating cargo as a fill-in service on aircraft carrving 
passengers, mail, and cargo. 

Starting with the first-class passenger fare as the basic, or list price, at which 
most air line service is sold, Ernst & Ernst contend that their formula for deter- 
mining the compensatory mail rate eliminated most of the cost problems and 
results in a rate that is as fair and equitable to all concerned as any practical 
cost determination which might be devised. 

I agree with the Ernst & Ernst approach to this problem. This relatively 
simple and understandable method of determining an equitable mail rate has the 
advantage of avoiding the endless wrangling that is ever present when a large 
percentage of joint expenses must be divided on a cost basis between several 
users having conflicting interests. Our Committee could have spent a million 
dollars with engineers and accountants trying to find the one right wavy of allo- 
cating these costs, and vet a satisfactorv agreement might not be assured. 

I do not agree with Ernst & Ernst that advertising and promotional expenses 
should not be deducted first from passenger fares when used as a basic cost in 
computing the mail pay rate. Little or no advertising or promotion is necessary 
in drumming up mail business, and these expenses are incurred so as to increase 
the volume and reduce the unit cost of the passenger and freight traffic. Further- 
more, I hold that coach fares and not first-class fares should be used as the basic 


or list price from which to compute an equitable compensatory mail pay rate. 


The Cuatrman. Now, Mr. McAnly, we will hear from you. 


STATEMENT OF H. T. McANLY, PARTNER, ERNST & ERNST 


Mr. McAnty. Mr. Chairman, to outline the scope of the assign- 
ments completed by direction of the committee and to summarize 
the recommendations and conclusions set forth in our reports, the 
following statement is submitted as a matter of record: 

In October 1949, we were authorized by the committee to make 
a’ preliminary “pilot study’? of methods of compensation for the 
carriage of domestic air mail and for the operation of air transporta- 
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tion service essential to the public interest. This Report was sub- 
mittted to the chairman as of January 18, 1950. 
As stated in that report: 


The purpose of the study was to advise the committee as to the need (1) for 
the formulation of a consistent and understandable air mai] rate structure and 
(2) for devising a method by which payments to the carriers by the Government 
couid be identified as compensation for the carriage of air mail and as compensa- 
tion for those other services contemplated by the act. 

During the progress of the study, conferences were held with operating and 
financial executives of a majority of the certificated domestic air carriers. Per- 
sonnel of Government agencies concerned in the carriage of air mail have made 
available their time in discussion of the problems involved. Members of the 
professional staff of vour committee have contributed to this study and extended 
their full cooperation. 

Field studies in connection with the handling and dispatch of air mail were 
conducted at selected major airports. 

We believe it important to review in this statement certain of the 
basic conclusions reached and the recommendations presented in the 
pilot study, as subsequent detailed study has not served to alter the 
opinions expressed therein and these conclusions and recommendations 
have been incorporated in further reports dealing with the allocation 
of subsidies and the principles and formulas used in determining a 
basic mail rate structure for the domestic carriers. 

rT e . 

I'o quote from the pilot study: 

1. Segregation of compensatory air-mail pay from the total payments to the 
carriers by the Government will not of itself lessen the current need of the carriers 
nor provide the primary means of reducing total expense to the Government, 
unless accompanied by a mail rate structure which affords an incentive to the 
carriers and a means of determining auxiliary payments which cover efficient 
operation on routes held to be essential in the public interest. 

2. Fair and reasonable rates, uniformly applied, for the transportation of mail 
by aircraft, should bear a definite relationship to the rates applicable to passenger 
transportation service which has aggregated more than 80 percent of the revenue 
ton-miles flown during the past 8 vears. Mail rates established in this manner 
would thus be consistent with the rates established for 80 percent of the volume, 
would at least provide the same incentive inherent in the other rates and would 
serve to eliminate the need for attempting to separate operating costs between 
those applicable to air-mail transportation and other services. The greater 
portion of operating costs are joint costs applicable to all services and it should be 
recognized that a specific cost separation between those applicable to transporta- 
tion of mail and other services is impractical. 

Certain other recommendations of the pilot study need no more 
than passing reference bere inasmuch as our subsequent detailed 
studies were directed at the specific objectives of allocation of subsidy 
to the communities served and to determination of a basic mail-rate 
structure for the domestic carriers which eliminated, temporarily at 
least, further discussion of other matters. Such other reecommenda- 
tions, not carried forward in our main and supplementary reports, 
dealt with the development and use of operating budgets to determine 
carrier effectiveness and assist in determining equitable auxiliary 
payments or subsidy, the preparation of standard data for individual 
carriers, et cetera. These recommendations may be worthy of con- 
sideration at some further time. 

Subsequent to submission of our pilot study, an independent study, 
in which we were not involved, was conducted by the professional 
staff of the committee. This investigation stressed the allocation 
of subsidy to the communities served by the carriers, and emphasized 
the separation of subsidy from compensatory pay. The subsidy was 
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arrived at by use of more or less arbitrary mail rates, and was allocated 
to the communities served under a formula devised by the committee 
staff. This procedure was outlined in a report by the chairman of 
the Senate Appropriations Committee, May 5, 1950, entitled ‘ Interim 
Report— Separation of Air-Mail Pay From Subsidy’.’ 

On October 10, 1950, we were authorized and instructed by the 
committee— 
to carry out through comprehensive engineering and accounting studies and 
analyses the program presented by the interim report on Separation of Air-Mail 
Pay From Subsidy. 

In the invitation to bid issued by the committee (annex A to 
exhibit A of our report of April 9, 1951), on the terms of which our 
assignment was predicated, it was stated: 

The contractor will be required to follow the approach presented in the com- 
mittee’s report, but not necessarily the method employed therein. He will 
first be required to include in the airline revenues compensatory mail pay and to 
exclude Federal subsidy payments. The contractor will construct a profit-and- 
loss statement by individual airline stations based upon the most practical 
ellocations and direct cost determinations he can ascertain after a thorough cost 
analysis developed through field surveys. This will be for the purpose of showing 
the extent to which each station separately, by types of service, has or is being 
served at a profit or at a loss by each carrier rendering service thereto, and the 
amount of such profit or loss for the calendar year 1949. 

The contractor will be required to furnish a profit or loss of each airline’s 
operations by stations both before and after payment of Federal subsidy. He 
will also be required to recommend revisions in the CAB uniform system of 
accounts which will facilitate the periodic preparation of the foregoing described 
station profit-and-loss statements. 

It was further noted in our letter of authorization from the com- 
mittee that our observation that “station profit or loss by type of 
service cannot be ascertained satisfactorily on a retroactive basis’ 
was accepted by the committee, with the understanding that tech- 
niques for making such determination in the future should be developed 
insofar as practic cable from engineering field studies. 

In our directive to pursue the objectives of the interim report, 
certain basic assumptions were prescribed for us to follow in a com- 
prehensive study. These assumptions specified (1) specific mail 
rates and minimum loads to be used for three categories of carriers 
the Big Four 60 cents per ton-mile, the other major trunk lines 70 
cents, the smaller trunks and all local service carriers $1, the last 
computed on a minimum load of 100 pounds; (2) the amount of 
investment—supplied by the Civil Aeronautics Board; and (3) a rate 
of return on investment of 7 percent after income taxes, as supplied 
to the committee by CAB with the comment niitars respect to the rate 
of return, the Board has commonly used 7 percent in relation to 
retroactive periods.” 

As stated in our report: 

Aside from the contractual requirements to use the community approach and 
the afore-mentioned data relating to compensatory mail rates, minimum mail 
loads, subsidy, carriers’ investment, and rate of return, the methods and pro- 
cedures to be followed in accomplishing the objectives of the survey were matters 
for our judgment and decision. 

Our experience during preparation of the detailed study and our 
contact with the problems of the domestic carriers have only served 
to substantiate our early thinking, as set forth in the pilot study: 
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The basic rates designed to compensate for the carriage of air mail should bear 
a relationship to the passenger fare for the following reasons: 
The passenger rates represent amounts that the public is paying for a 
measured amount of service. 


2. The passenger rates represent the selling price of the industry’s major source 
of revenue. The percentage of mail ton-miles to total ton-miles for the years 
1946, 1947, and 1948 has approximated only 5 percent for each of these years. 

3. A direct relationship of this kind is easily understood by the public. 

In stating that the mail rate and passenger fare structures should be related, 
it is contemplated that the passenger fare will be used as a starting point, to 
which necessary adjustments will be made for such expense items as pertain to 
the direct handling of passengers. Either first-class pissage or coach rates 
can be used as the starting point, as long as the proper adjustments in the recon- 
ciliation are made and higher maximums and larger step increments are recog- 
nized to correspond with higher anticipated load factors in the coach-rate 
structure. 


We have no reason to alter these basic opinions and will amplify 
our thinking hereinafter. 

In pursuance of our directive, we have developed profit-and-loss 
statements for the 928 stations served bv the domestic carriers in 
more than 509 communities. Included with the stations within the 
continental United States were certain ‘“‘stub end” stations in Terri- 
torial or other points beyond these limits. 

After development of these statements for each station, provision 
for return on investment was computed for each carrier and dis- 
tributed among the stations served. The net result of applying the 
provision for return on investment against the profit and loss develop- 
ed for each station was to develop an amount which was recorded as 
the financial need of the station beyond compensatory mail pay 
received. The amount of subsidy determined under the committee’s 
formula was then allocated to the stations served in proportion to the 
need of each station for additional financial support. 

Our completed report and appendix were submitted on April 9, 
1951, and showed details of the allocated subsidy, the methods used 
in the course of the engagement and recommendations as to procedures 
applicable to future separation of subsidy requirements from com- 
pensatory mail rate and allocation of profit and loss by stations 
served. In these recommendations we maintained our original posi- 
tion that compensatory mail rates should be related to the passenger- 
rate structure. 

After submission of this report, we were asked by the committee 
to prepare a supplementary report covering the determination of a 
uniform compensatory rate for the domestic carriers. 

What we believe to be a reasonable compensatory mail rate struc- 
ture has been developed, as indicated in the supplementary report, 
which was submitted on May 9, 1951. We believe that this rate will 
constitute a fair compensatory rate for all domestic carriers. 

In conclusion we wish to state, as clearly as possible, wherein our 
views differ in some few respects from those expressed by the chairman 
in his statement released on June 12, 1951. 

We are gratified that, in general he agrees with our approach to the 
problem, and with many of the recommendations, methods, and pro- 
cedures suggested. The chairman has repeatedly emphasized to us 
his desire that our report be independent, unbiased, and free from all 
outside influences including those of the Civil Aeronautics Board and 
of the professional staff of your committee. We can assure the com- 
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mittee that your chairman’s wishes have been scrupulously adhered 
to in this respect. 

We feel, however, that, as a matter of record and to carry out the 
chairman’s desire for independent thinking to the end of our assign- 
ment, we should offer further comment relative to those few areas of 
disagreement to which the chairman made reference in his statement 
of June 12. 

First, we have assumed that separation, or at least identification, 
of subsidy was a desirable and salutary end. 

It should be quite obvious that the introduction as suggested in the 
proposed bill, S. 1657, of higher compensatory rates for the smaller 
carriers computed through the use of arbitrary percentages imme- 
diately injects an element of subsidy into the compensatory mail rate 
structure. It thus defeats the very objective to be accomplished 
through the separation of mail pay from total payments to the car- 
riers by the Government. The smaller carriers operate under the 
same general passenger rate structure and should operate under the 
same general mail rate structure. The need of additional Govern- 
ment funds for the smaller carriers is occasioned primarily because of 
the lack of volume of traffic and no part of the additional funds re- 
quired because of lack of traffic volume should be hidden in the mail 
rate structure which should only cover a fair rate for service actually 
performed. As stated in our supplementary report: 

Additional Government support must continue to be provided to those carriers 


the combined revenues of which are insufficient to vield a reasonable return above 


the cost of efficient operation, so that essential operations are assured in the public 
interest and for national defense. Provision for the payment of air-mail service 
at compensatory rates related to the passenger rate structure inflicts no penalty 
on any carrier if its combined revenues, including air-mail revenue computed at 
the compensatory rates, are inadequate to meet its requirements. 

The Cuatrman. Do you mind an interruption? I should like to 
explore your mind just a little on the point that you have raised? 

Mr. McAnty. No, sir. 

The CHarrMan. It is true, is it not, that the airlines serving the 
smaller communities use smaller planes? 

Mr. McAnty. Generally I would say that is true. 

The CHarrMan. They do not have the carrying capacity of the 
planes that serve the larger communities? 

Mr. McAnty. That is true generally, yes, sir; although the larger 
carriers have some of those same planes. 

The CHatrMAN. Oh, yes; they have some of them. But the major 
proportion of their service is to large stations, and they have large 
planes. But any line, whether it is a large airline or a small airline, 
serving the smaller communities generally uses smaller equipment; is 
that not true? 

Mr. McAnty. That is right, sir. 

The CHarrMAN. And is it not also true that the equipment with a 
smaller carrying capacity costs more to operate? 

Mr. McAnty. The cost is higher. In fact, if that were not true, 
we would not have the larger planes that carry the bigger loads. _ 

The CHarrRMAN. Yes; I think that is obvious. I am merely asking 
you that question to point out the error of your conclusion. 

Now, the carrier serving the smaller communities has many stops 
to make, too, does it not? 
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Mr. McAnty. That is right; short hauls. 

The CuarrMAN. And each stop entails a considerable added expense 
to airline operations? 

Mr. McAnty. That is right. The short hauls:are more costly than 
the long hauls. 

The CuarrMAN. And is it not also true that in the past the airlines 
serving the smaller communities have been paid a much higher 
subsidy than the trunk lines? 

Mr. McAnty. Our report, and your interim report, bear that out. 

The CuarrMan. That is right. 

Mr. McAnty. I think for the smaller carriers, the subsidy was 10 
times the compensatory pay, as computed in our report. 

The CuarrMan. Yes. Nevertheless, you are making the point 
that a passenger on a line serving small communities should be com- 
puted on the same basis as carrying a passenger on an airline serving 
larger communities. Of course, the key to the whole thing is that the 
carrier serving the smaller communities had a larger subsidy, and he 
has not depended upon the carriage of passengers to make both ends 
meet and to balance his budget. He is dependent upon a larger 
subsidy. 

So it seems to me that your argument that we might have a uniform 
mail rate is not consistent with the engineering factors involved in 
the matter. 

Mr. McAn ty. Is it all right for me to comment? 

The CHarrMaANn. Yes, indeed. I am making that comment for the 
record and I would be glad for you to make any comment you desire. 

Mr. McAn ty. I certainly agree that the lower load factor and the 
lighter planes with lesser loads cause a higher cost of operation. But 
we also feel that possibly the passenger rate structure needs refinement. 
There again whatever you come out with must be a rate structure 
that is acceptable to the public. However, if the passenger rate 
structure is refined, as we comment on in our report, to charge higher 
mileage rates for short hauls than long hauls, and you adopt the rela- 
tionship that we suggest, you would automatically follow through 
with a mail rate that would be in relation to a varied passenger rate 
structure. 

The CuarrmMan. That is theoretically correct, if you will pardon an 
interruption at that point. Theoretically you are correct. But there 
is also a law of diminishing returns that the small community carriers 
must contend with. If we charge an excessive amount for carrying 
passengers, we are not going to have any passengers, and so our costs, 
instead of coming down, are going to go up. Even though he charges 
more, his revenue will be less. 

Mr. McAnty. That is right. Then the loss that would occur on 
the lost passenger revenue because you cannot get a rate there that 
is commensurate with cost in fact would increase the subsidy require- 
ments that he would get anyway. There certainly would be equity 
in trying to compensate for the differential in long and short haul and 
type of equipment in a general rate structure, but it just seems to us 
from the practical standpoint that it is not too material, whether you 
call it compensatory pay or whether it becomes a part of the additional 
support to the extent that it is needed. The small carriers carry only 
1 percent of the mail. They did in 1949. And the others that were 
involved carry about 19 percent. So too much emphasis on trying 
to vary this uniform rate so as to partially compensate for something 
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that you cannot get in the selling price of services generally, it seems 
to me, just furthers this controversy that we are confronted with at 
all times. 

The CHarrMan. Nevertheless, the carriage of mail by air is very 
valuable to the smaller community, just as it is to the larger com- 
munity, perhaps more to the smaller community than it is to the larger 
community in proportion. It is a fine service for a small community 
to have air-mail service. It is a splendid thing. Since it costs more 
to perform, it would seem to me, at least, that it is reasonable for the 
Post Office to pay more for that service. It is worth more. 

Mr. McAnty. Maybe we are, in our set-up, trying to look at this 
thing a little bit too practically. We feel that it is not of too much 
concern. In our study where we used the dollar-a-mile rate, roughly 
the additional subsidies paid to the smaller carriers, as I mentioned 
before, were about 10 miles the compensatory rate. Now, whether 
the compensation would be $1,200,000 or $900,000, we are not sug- 
gesting that the carriers are not entitled to it in some form. We are 
merely saying that it would just seem more pean as long as the 
passenger rate structure is more or less uniform, to follow through 
universally on the mail rate structure and to provide for whatever 
additional funds are needed as subsidy in the public interest. 

The CuarrMan. I will make just one more comment, and then I 
shall desist. 

You say you are being more practical. I think you are correct 
theoretically. I think we are being more realistic and that we are 
being more practical. But we will not argue that point. I admit 
readily that in theory you are as correct as can be, but in reality 
I think that we are. That is my opinion. 

You may proceed. 

Mr. McAnuy. Very well. 

The second area of this disagreement, as emphasized in our 
supplementary report, advertising and promotional expenses should be 
recognized as recoverable in the rate structure applicable to all serv- 
ices and should not be recoverable from the passenger fare only. 
Advertising and promotional costs contribute in great measure to 
the increased volume, which in turn makes profitable operations possi- 
ble under the present passenger fare revenues. If the traffic volume 
were to be adjusted to exclude the effect of promotion, higher pas- 
senger rates would be necessary or greater additional Government 
support would be required. You have got to get it from some place. 
Thus either promotional expenses must be recoverable in the basic 
rate structure or provisions for greater amounts of fixed expenses 
must be provided for therein. So it seems only equitable in adjusting 
the effective passenger rate structure to a properly related mail rate 
structure that expenditures for promotion should not be excluded, 
since they serve to develop volume which permits more profitable 
operation under a rate structure lower than would be required 
without promotional activitity. 

In other words, money spent for promotion must create a greater 
saving due to spreading the fixed expenses over the higher volume. 
The effective passenger rate structure is in the low position it is in 
today because the volume has been increased; and, if you deduct 
promotion expense, as you suggest, in the reduction of the passenger 
rate structure in arriving at a mail rate, then you should in turn 
substitute something else which would be a higher provision for fixed 
expenses in that passenger rate structure. 
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The third area of disagreement: The Chairman in his statement of 
June 12 suggests that the coach fare and not the first-class fare should 
be used as the basic rate from which to compute an equitable com- 
pensatory mail rate. 

As pointed out originally in our pilot study and as evidenced in the 
schedules in our supplementary report, it is immaterial to the end 
result whether you start with the lowest or coach rate or the highest 
or first-class passenger rate as long as proper adjustments are made 
in the reconciliation so that the mail rate will be properly related 
to the effective passenger rate structure—the effective passenger 
rate vield from all rates. 

When we used the first-class rate as the list or starting point, it was 
immediately adjusted downward by approximately 9 percent in the 
schedules in our supplementary report to compensate for the total 
of the reductions from the first-class rate to cover round-trip, family- 
plan, coach, and excursion fares. This in effect brings the first-class 
fare list price down to the net passenger revenue yield. Thus, the 
method we have suggested of starting with the first-class fare actually 
results in relating the mail rate as finally computed to the average net 
passenger revenue of all fares. On the other hand, if the coach fare is 
taken as the starting point—which is at the low end of the fare struc- 
ture—as suggested by the chairman, we must in like manner add to it 
the additional fare revenues to cover premiums paid above the coach 
fare by first-class passengers. When this is done—and I have pre- 
pared an exhibit attached herewith, exhibit A—weearrive at the same 
average passenger revenue in either case, whether we start at the low 
and bring it up to the average, or whether we start at the high and 
discount it to bring it down to the average. 

When the passenger expenses are deducted, which represent addi- 
tional costs occasioned by passenger traffic above joint operating 
costs—in the amounts disclosed in our supplementary report—we 
arrive at the same recommended compensatory rate of 50 cents. 

Thus there is in reality no resultant difference and in reality no 
disagreement, when proper adjustments are considered in the selection 
of either the high—first class—or low—coach—fares to compute an 
equitable compensatory rate. In either case the calculation must 
contain a provision for adjustment to the actual net passenger revenue 
vield or average passenger rate. 

In closing, it should be understood that all of our studies for the 
committee were confined to operations of the domestic carriers and 
that no consideration of the separate and distinct problems of the 
United States-flag carriers in the international carriage of mail were 
considered beyond the ‘“‘stub end” stations of the domestic airlines. 

The CuarrmMan. That was in your contract. Your contract did 
not go to the international carriers. 

Mr. McAnty. That is right. 

Now we have with us copies of the report. I have my associates, 
Mr. Chane and Mr. Jacquette and Colonel Richmond, with me, and 
for the detailed discussion = the allocation of subsidies, and so forth, 
I would like to have Mr. Jacquette proceed. 

The CHarrMAN. Splendid. Thank you very much. 

At this point we will incorporate exhibit A to Mr. McAnly’s state- 
ment in the record. 

(The exhibit referred to is as follows:) 
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Exuipit A.—To illustrate the use of either the first class basic passenger rate or the 
coach passenger rate as the starting point in the development of a mail ra'e prop- 
erly related to the passenger-rate structure as outlined in the Ernst & Ernst ‘‘sup- 
plementary report covering determination of a uniform compensatory mail-rate 


structure for the domestic airlines’’ 


{All amounts taken from data on schedules contained in supplementary report covering the Big Four 
trunk-line carriers} 


Rate 

rte (per 

. rotal Sins 
mile) 


1. Computed passenger reve- 
nue based on use of first 
class l-way fares $306, 571, 197 (0. 6536 


2. Less reductions granted from 
computed passenger reve- 
nue due to first-class round 
trip, family plan, coach, 
and excursion trips 28, 017, 779 


Percent of discount 
line 2 + line 1 9.14 
3. Net passenger revenue (line | 
1 minus line 2) _. | 278, 553, 418 5938 
Passenger expenses represent- 
ing those additional costs 
occasioned by passenger 
traffic beyond joint operat- 
ing costs: | 


VARIABLE 
! 
Passenger service, traf- 
fic and sales (6,300 and 
6,400 group) 
$15, 239, 174 


FIXED 


4. Passenger service, traffic and 
sales _- 28, 335, 794 


43, 574, 968 
Percent of expenses de- 
ductible from passen- 
ger rate (line 4 + line 
3) 15. 64 
5. 15.64 percent of line 3—aver- 
age passenger rate uted . . 0928 


Compensatory mail rate | _ ibinaneel . 5010 


The compensatory mail rate de- 
veloped by starting with the first-class 
fare is in effect actually based upon the 
average passenger rate of all fares since 
the starting rate is discounted by the 
amount in line 2. The use of the first- 
class fare as the list or base (which is 
immediately reduced to the average 
rate of all fares) or conversely the use of 
the coach fare as the base which is im- 
mediately increased to the average rate 
of all fares rather than starting with 
the average rate of all passenger fares 
was suggested to provide an easy method 
of application of the passenger-rate 
structure if eventually refined to recog- 
nize long and short hauls and it becomes 
lesirable to reflect same differential in 
the mail-rate structure. 





Rate 
- (per 
rotal ad 
mile 


1. Computed passenger reve 

nue based upon use of 

coach-fare rates of 70 per- 

cent of first-class rates $214, 599, 838 | 0. 4575 
2. Additional passenger-fare 

revenue to cover premi- 

ums paid above coach 

rates 63, 953, 580 


Percent of premiums 
line 2 + line 1 _29. 80 
3. Net passenger revenue (line 
1 plus line 2 278, 553, 418 . 5938 

Passenger expenses represent- 

ing those additional costs 

occasioned by passenger 

traffic beyond joint operat 
ing costs: 


VARIABLE 


Passenger service, traf 
fic and sales (6,30¢ 
and 6,400 grou] 

$15, 239, 174 


FIXED 


4. Passenger service, traffic 
and labor (6,300 and 
6,400 group) _ 28, 335, 794 
~ 43, 574, 968 
Percent of expenses de- 
ductible from passen- 
ger rate (line 4 + 
line 3 15. 64 
15.64 percent of line 3 
average passenger rate 0928 


Compensatory mail rate ; . 5010 


The compensatory mail rate de- 
veloped by starting with the coach fare 
also must likewise be based upon the 
average passenger rate of all fares. 
Thus the starting rate is adjusted to 
include the premium above the coach 
rate paid. 
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The Cuarrman. Mr. Jacquette, you may proceed. 


STATEMENT OF W. J. JACQUETTE, ASSISTANT MANAGER, SPECIAL 
SERVICE DEPARTMENT, ERNST & ERNST 


Mr. Jacquette. Very well. I do not have a prepared statement. 

The CuarrmMan. Will you identify yourself, stating your position 
with Ernst & Ernst? 

Mr. Jacquetre. Yes. I am W. J. Jacquette, assistant manager, 
special service department, New York, N. y 

The CuHarrRMAN. You have had a good many years of experience? 

Mr. Jacquerre. In cost work. 

The Cuarrman. And how many years would you say you have 
been in this work? 

Mr. Jacquerre. Twenty-five years. 

The CuarrMan. Have you been with Ernst & Ernst constantly? 

Mr. Jacquerte. I have been with Ernst & Ernst for 8 years. 

The CHArRMAN. You may proceed. 

Mr. Jacquette. As I stated before, Mr. Chairman, I do not have 
a prepared statement. It was my intention to cover briefly the 
details of the methods which were used in the development of the 
profit-and-loss statements for each station and the subsequent 
allocation of the subsidy. 

The starting point in our engagement was to take the carriers’ 
profit-and-loss statements for the year 1949, as filed with the Civil 
Aeronautics Board. These statements were reviewed as data shown in 
such statements were used in the survey. 

Certain adjustments were made in the reported data to reflect 
more properly the actual operating results for the year as well as to 
eliminate the amount shown by each carrier for income taxes, interest 
expense, and interest income which were reported in the statements 
filed with the Civil Aeronautics Board. The reason for making these 
adjustments and eliminations is clearly set forth at page 21 of our 
report. I will not go into the specific details at this time. 

In the course of our work, in lieu of using the reported amount of 
mail pay—that is, the amount of mail pay which was paid to the 
carrier—in lieu of that amount, we used the computed amount of 
mail pay in accordance with the formula prescribed by your com- 
mittee, which had been outlined by Mr. MeAnly and which was 60 
cents for the Big Four, 70 cents for the intermediate trunk carriers, and 
$1 for the smaller trunk and all of the feeder carriers. The latter 
amount was subject to a minimum load adjustment. 

The difference between the amount of mail pay shown by each 
carrier’s statement and the computed amount under the formula was 
then labeled as subsidy for purposes of our survey. Such amounts 
are shown for each carrier in exhibit B of our report. 

After the amount of subsidy had been determined, in order to 
allocate this amount among the stations served, it was necessary to 
determine the profit or loss for each station as the relative profitability 
of each station served by a carrier was used as the basis for allocating 
the subsidy paid to the carrier. I want to reemphasize that the word 
“subsidy,” where I have used it, means the amount representing the 
difference between the total paid to the carrier and the amount 
developed under the committee formula. 
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In approaching the problem of determining the profitability of each 
station, certain decisions had to be made, after considerable study 
of the problems involved, to assign revenues and expenses to each 
station. A résumé of the problems involved and of the conclusions 

reached is contained in our report, pages 28 to 51. 

Now, to describe more clearly the methods which we have used 
and also to call your attention to the relative significance of each type 
of revenue and each type of expense in-the over-all operations of the 
domestic airlines system, I have three charts which I would like to 
refer to so that we can clearly outline the steps which were taken in 
regard to the handling of each item. 

With your permission, Mr. Chairman, I would like to call your 
attention to these charts. I hope that they are readable to you from 
that distance. 

The CHarRMAN. Without objection, we will incorporate these 
charts into the record at this point. 

(The charts referred to are as follows:) 


Cuart 1.—Report on survey covering certain aspects of separation of compensalory 
mail pay from total mail payments to domestic airlines 


PROFIT AND LOSS AND ALLOCATED MAIL PAY “‘SUBSIDY”’ 


Total revenues : $458, 574, 058 
Passenger reve nues $393, 848, 989 
Other non-mail revenues 37, 133, 090 


Mail revenues at prescribed compensatory rates... _- 27, 591, 979 
(See chart No. 2 for details.) 
Total expenses 5 oo : 3 465, 422, 023 
Direct expenses cdtieatg ; $126, 248, 834 
Allocated expenses Whikedhode 339, 173, 189 


(See chart No. 3 for details.) 


Net operating income (or loss) ; : (6, 847, 965) 
Nonoperating income (or expense) (1, 352, 431 
(Assigned on ratio of general and administrative “expe nses allocated to each station to 
aggregate total general and administrative expenses of the carrier.) 


Net profit (or loss) secpiaicibes . (8, 200, 396 
Prov — for return on investme nt. 38, 279, 162 
The amount of investment of each carrier and the rate of return used (7 percent after in- 
om taxes) were provided by the Civil Aeronautics Board through the Senate committee.) 
(2. Distributed on the ratio of total direct and allocated expenses at each station to 
aggregate total direct and allocated expenses of the carrier.) 


Standard need (46, 479, 558 
(Amount needed to recover actual loss incurred and, in addition, to provide a net profit 
after taxes on income equivalent to 7 percent of carrier’s average investment.) 
Allocated “‘subsidy”’ -. 31, 734, 284 
(Allocation of amount of difference between actual mail pay and computed mail pay at 
assumed compensatory rates.) 


Variance between standard need and “‘subsidy”’ ($14, 745, 274) 
Difference between redistributed stand: ard need (or standard need wherever applicable) 
and allocated ‘‘subsidy”’ 
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Cuart 2.—Report on survey covering certain aspects of separation of compensatory 
mail pay from total mail payments to domestic airlines 


OPERATING REVENUES 
Passenger revenues : : ... $393, 848, 989 
Actual revenues assigned to stations on either of the following bases: 
1. Oriztin and destination statistics multiplied by l-way fare and credited to origin 
city, or 
2. Averaze fare of a l-way trip from each station of origin (computed on a test basis) 
extended by number of enplaned passengers at each station. 
Other nonmail revenues ; ee ne 37, 133, 090 
Actual revenues assigned to stations on the following bases: 
Express .. $9,317, 840 
1. Ratio of the sum of pounds ennlaned and deplaned at each station 
to the aggregate total pounds enplaned and deplaned, or 
2. Ratio of the sum of pounds enplaned only at each station to the 
aggregate total pounds enplaned. 


Freight 18, 904, 528 
Same as express above. 
Excess baggage 4, 493, 694 


Ratio of each station's share of allocated passenger revenue. 
Nonscheduled transport 

1. As disclosed by an analysis of the carrier’s accounts, or 

2. Ratio of nonscheduled departures at each station 


nw 


, BOR, LT 


Other transportation 246, 277 
Ratio of each station’s share of allocated passenger revenue. 
Incidental revenues 1, 361, 834 
The amounts of general and administrative expense allocated to each 
station. 
Total nonmail revenues_. ‘ 430, 982, 079 
Mail revenues 27, 591, 979 


Computed by applicaticn of rates prescribed by the Senate committee against the ton- 
miles of mail flown during the year and adjusted where prescribed to reflect a minimum 
average load of 100 pounds. Allocated to stations on same bases as express above. 


Total operating revenues é Sei Fate a é . $4538, 574, 058 


Cuart 3.—Report on survey covering certain aspects of separation of compensatory 
mail pay from total mail payments to domestic aiilines 


OPERATING EXPENSES 
Direct expenses . i $126, 248, 834 
Aircraft landing and take-off costs $46, 085, 103 
The following unit costs were applied to the number of departures made 
from each station for the entire year 
Trunk-line carriers: 


DCc-3 $10 
Lodestar 12 
CV-240 29 
Martin—202 29 
Constellation 81 
DC-4 5O 
DC-6 &5 
B-377 150 
Local service carriers 
DC-3 7 
All other 3 
Other direct costs 80, 163, 731 


Expenses incurred locally associated with activities of 
Local reservations, ticketing, passenger, mail, and cargo handling, 
landing fees, etc 
Allocated expenses 339, 173, 189 
Aireraft operations (cruise costs $229, 155, 851 
Ratio of the revenue ton-miles for each.station to the aggregate total 
revenue ton-miles reported by the carrier. 
Ground operations (p. 47 3, 895, 936 
Ratio of the total of each station’s weighted departures to the aggregate 
total of weighted departures for the carrier 


Weightings Tons 
DC-3 2. 40 
DC+4 6. 25 
DC-# 7.00 
C V-240 +. 00 
Lodestar 1. 50 
21)2 100 
B-377 ¥. 49) 
Constellatio 8. 70 
Aircraft control (p. 48 12, 306, 711 
Ratio of the number of aircraft departures of all types of equipment from 
each station to the total numbe of departures made from all stations 
Passeng service (p. 49 30, 889, 682 
Ratio of t vmount of passenger revenue allocated to each station to 
the total amount of passenger revenue reported by the carrier 
Traffic, sales, advertising, publicity (pp. 49-50 28, 631, 378 
Ratio of total transportation revenue allocated to each station to the 
geregate total transnorta ion revenue reported 
General and administrative (p. 50 24, 293, 631 
Ratio of the total amount of exnenses allocated to stations to the total 
expenses of the carrier, exclusive of the amount of general and adminis 


trative expense to be allocated 


Total operating expenses fncvibiend anibiseaninties a - i snitielaiamiautin eave $465, 422, 023 
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Mr. Jacquetre. The amounts shown on these charts, Mr. Chair- 
man, represent the consolidated totals of all of the 33 carriers, so that 
we are bringing to your attention the relative significance of the various 
elements of revenue for the entire domestic airlines system. 

I would like first to call your attention to the fact that the total 
revenues used in our study were $458,574,058. 

The CuarrMan. Now, that is for the calendar year 1949? 

Mr. Jacqurrre. The total amount of revenues which we dealt with 
was the figure shown at the bottom, of $485,574,058. 

In allocating these revenues among the stations served, we used 
various bases of allocation, and I would like first of all to dwell on the 
large element of revenue which is represented by the passenger fare. 

Obviously, in attempting to allocate revenues among stations, we 
have this problem of—— 

The CuarrMan. I might say to the reporters, we have room up here 
for any of you who want to come up front, if you want to look at these 
charts and make notes. 

As more Senators come in, we may “bump” you, but until you are 
“bumped,” you are welcome. 

Mr. Jacqurrre. As | started to say, Mr. Chairman, in dealing 
with revenues of an airline station, we run into the problem that 
stations are not in themselves independent. They have an inter- 
dependency of one to the other. So it is not like a chain store organ- 
ization where there is a definite means of determining the revenues 
and expenses of each unit. Here we have the problem of revenues 
being generated somewhere and our job was to determine which of the 
stations should be credited with the revenue in the course of develop- 
ing the profit and loss statement. 

‘After considerable study of that problem we came to the conclusion, 
for purposes of this study, that the proper way of allocating the 
passenger revenues would be to take what is known as the origin and 
destination statistics of a carrier. That is a type of statement which 
is used quite generally in the airline industry, which shows the number 
of passengers boarding at a station and their ultimate destination. 

By use of such statistics we multiplied the number of passengers 
carried between two points by the established one-way first-class fare. 

Where in our study such statistics were not readily available—all 
carriers do not keep this kind of statistic—where such was not the case, 
we had to develop an alternative method whereby we developed the 
average fare of a one-way trip between each pair of stations and then 
multiplied such average fare by the number of enplaned passenzers 
from each station, as reported to the Civil Aeronautics Board. 

By extending the revenues under this method and then adjusting 
the resulting computed revenue downward to the passenger revenues 
actually reported—and the reason we had to adjust it downward i 
that no recognition would have been given in the first computation 
for the reductions due to family plan, the coach business, and the 
round-trip discount—we had to factor the computed amount down- 
ward to a point equivalent to the total passenger revenue reported 
by the carrier. 

After that had been done we then had a figure which we could say 
reasonably was assignable to each of the stations. 

Now, on the other types of revenue (which are not in themselves 
quite as significant as the passenger revenue)—you may observe 

86630—51——3 
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that the total involved is roughly 12% percent of the total revenue 
dealt with. Of the 12% percent in the nonmail revenue area, express 
accounted for $9,317,840, freight accounted for roughly $18,904,528, 
excess baggage $4,493,694, nonscheduled transport revenue $2,808,917, 
and the other miscellaneous transportation revenues were only 
$246,277. There is also a matter of incidental revenues, which some 
of the carriers report, which totaled $1,361,834. 

Now, each of these categories of revenue had to be allocated 
separately, and after a considerable study of the problem, we chose to 
use the methods of allocation which are explained on the chart. 
Briefly, they deal with considering the tons enplaned at each station 
and extending such tons at the average rate earned by each carrier 
for that type of traffic. 

Where we encountered unbalance in traffic—that is, directional 
unbalance—we felt it desirable to use the average of the enplaned tons 
and the deplaned tons at each station in order to give proper recogni- 
tion to that directional unbalance. 

Directional unbalance, | might mention, is not as serious a problem 
in the passenger field as it is in the other types of traffic. 

The CuairMan. In your calculations, did you determine how much 
the airlines charge per ton-mile for the transportation of excess 
baggage? 

Mr. Jacquetrr. No; we did not develop that. We allocated the 
amount of excess baggage revenue in exactly the same ratio that 
applied to passenger revenue after we had the passenger revenues 
developed for each station. In other words, if 10 percent of the pas- 
senger revenues were assigned to station A, we took 10 percent of the 
excess baggage revenue reported by the carrier and assigned the 
resulting amount to that station. 

I might mention that there is no practical method whereby you can 
identify the movement of excess baggage in the same manner as you 
can identify the movement of passengers. The airlines do not regu- 
larly compile the necessary statistics. In other words, the “O & D” 
statistics are not prepared covering the movement of excess baggage. 

The CuarrMan, They must have some sort of rate table to use 
when you present them with excess baggage to be carried. They 
know how much to charge you, and they must do that according to 
some rule. 

Mr. Jacqurerrr. As far as the creation of revenues are concerned 
they do have a method of charging. Our problem was merely one of 
allocating the amount charged to the respective stations. 

The CHarrMan. I understand. But do you happen to know what 
the rate of charge is for the carriage of excess baggage? 

Mr. Jacquerre. I believe it is 1% times the passenger rate, beyond 
the 40 pounds. I do not want to be quoted on that, Mr: Chairman, 
because I am not positive of it. We had no occasion to get into such 
fine detail with respect to rates because we were merely dealing with 
the reported revenue from baggage. 

The CHarrmMan. That is all right. 

Mr. Jacquetre. But it is related to the passenger rate. 


The CuarrMan. What I was trying to find out is whether it is greater 


than the passenger rate or less than the passenger rate. 
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Mr. Jacquerre. I generally understand it to be greater than the 
passenger rate beyond the 40-pound minimum. 

The Cuairman. The 40 pounds is calculated with the passenger. 

Mr. Jacquretre. That is part of the fare; that is right. 

The CuarrMan. Yes, it is part of the fare. 

Mr. Jacquerre. Now, on the amount of mail pay of $27,591,979, 
that is the amount which resulted by using the committee formula for 
computing mail revenues. The method used in computing this 
amount was to take the ton-miles reported by each carrier and multi- 
plying such ton-miles by the prescribed rates of 60 cents, 70 cents, 
or $1. 

In regard to the local service carriers and the smaller trunk carriers, 
the only practical means that we could use in developing the minimum 
was to take the average load carried. That is a different approach 
from that included in our recommendations and what is now being 
recommended in the pending bill (S. 1657), in that in developing this 
amount we used the average mail load in flight at all times and merely 
enlarged that up to 100 pounds. That was the only practical method 
that could be used in connection with the study on a retroactive basis. 

Any study on a prospective basis could get this more precisely, pro- 
viding the carriers set up their records accordingly. 

I might mention in that connection that, in effect, any carrier who 
had an average load of 50 pounds, as was indicated in the case of North- 
east, We were using a $2 per ton-mile rate against the ton-miles of mail 
flown. Another example, if a carrier had an average load of 334% 
pounds, we would in another way say that he was being paid $3 per 
ton-mile. 

The Cuarrman. If I may interrupt, I want to insert in the record 
here at this point, as long as 1 brought the matter up, a table of excess 
baggage rates. And I find that it is based on the passenger rate and 
is just slightly under the passenger rate. 

Mr. Jacquerre. It is slightly under the passenger fare? 

The CuHairMan. Very slightly. 

Mr. Jacquretrr. Lamsorry. I was mistaken on that. 

The Cuairman. I will insert that in the record at this point. This 
has very little to do with the facts you are presenting now, but as long 
as I interjected that item, I would like to insert that in the record. 

(The document referred to is as follows:) 
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Table of encone baggage rates 
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The CuarrMAN. You may proceed. 

Mr. Jacquerrse. Mr. Chairman, I think what I have said covers 
the high lights of the problems involved and the methods used in 
connection with the allocation of the revenues to each of the stations 
served. I do want to emphasize that we did not do this work on 
what might be called a collective basis. We had to deal with the 
figures of each individual carrier separately. 

“All you see here on these charts is a consolidation of the totals of 
each carrier. I did not want to give the impression that we were 
dealing with these totals in the course of making allocation of sub- 
sidies. These totals resulted after we had finished with our work at 
each carrier and had consolidated the results of each of the 33 carriers. 

Now, on the expense side, I have mentioned that we made certain 
adjustme nts for certain types of expenses 

The Cuarrman. May I see chart No. 2 once more, please? 

Mr. JacquettTe. Yes, sir. 

The CHarrMaAn. Now, the mail revenues also contain that so-called 
subsidy; is that correct? 

Mr. Jacquetre. No, sir. The figure here—$27,591,979—is before 
the subsidy has been added. 

The CuartrMAN. That is the 60-cent, the 70-cent, and the $1 rate 
that we arbitrarily gave you? 

Mr. Jacquetre. That is correct. I might mention that here on 
the chart is one thing that might clear that up in your mind. 

Eventually, the subsidy became $31,734,284 out of a total of 
roughly $59,326,263, which the carriers had received. So the $27,- 
591,979 which I have shown here on the chart is the result of using 
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compensatory rates, generated under the method prescribed by the 
committee. 


The CuarrMan. Based on our formula? 

Mr. Jacquerrs. That is correct. So then we had $31,734,284 to 
deal with under the category of subsidy. 

The CuarrMAN. Are you going to show us chart 1 later on? 

Mr. Jacquerre. Yes. I intend to do so, Mr. Chairman. That is 
the over-all profit and loss statement, consolidated, and I thought I 
had better deal with some of the details first before we get to the 
over-all picture. 

The Cuatrman. That is all right; just as long as we have that made 
part of the record. 

Mr. Jacquerre. In dealing with the expenses of the carrier, we 
first had to identify those expenses which could be unque stionably 
considered as direct expenses of operating a station. In that area I 
might mention that merely because an expense is incurred at a 
station does not necessarily mean that it is beneficial to such station. 
To be specific on that point, I would like to mention that such things 
as meteorology or things that deal with aircraft control, while they 
may be located at an individual station—in other words, the people 
involved may be located at an individual station—the work that they 
perform goes beyond the requirements of that particular station. 
They. are serving other stations in the course of their work. 

The CHarrMAN. They are serving the system, or even the region? 

Mr. Jacqurrre. It is a system-wide operation rather than a local- 
ized operation. 

The CuarrmMan. And you did not charge that to the station? 

Mr. Jacquetre. We did not, sir. We had to make identification 
of such items and satisfy ourselves that the item was either a system- 
wide expense or that it was purely a localized expense, beneficial to 
the operation of the station. 

In the course of doing that, we reclassified some of the expenses. 

1 might call your attention to the fact that we have one major 
category here on the chart which we call aircraft control. Now, you 
will not find such a category under the chart of accounts used by ‘the 
carriers. Aircraft control is a reclassified group of certain of the ex- 
penses that were originally charged to ground operations or to other 
classifications in the chart of accounts. 

After we had reclassified these expenses, we then dealt with six or 
seven major categories. We have a category here on the chart which 
we call direct expenses, which represents those expenses incurred at 
stations which unquestionably are beneficial to operation of stations. 
They amounted to $126,248,834. 

Then we had a large amount of cost involved in the operation of 
the aircraft itself, which represents a very substantial portion of the 
total cost of each carrier. In dealing with the aircraft costs, the first 
thing we did was to determine, under methods described in our report, 
the cost of making a landing for the particular type of aircraft used. 
Once we had determined the average cost of making a landing and 

take-off, we then extended that cost ‘by the number of take-offs made 
from each station. The result of that computation meant that we 
removed from the over-all aircraft costs of each carrier an amount 
which we considered as being directly applicable to each station. 
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I might call attention to the fact that, on the chart in these computa- 
tions, $46,085,103 resulted from using the technique that I spoke of 
with respect to landings and take-off, and that $229,155,851 was left 
over as the remaining amount of aircraft cost subject to some method 
of allocation among the stations. 

After a considerable study of that particular problem we came to 
the conclusion that the most equitable method for allocating such 
costs to the stations was based on the ratio of the total ton-miles 
that had been generated at each station. Accordingly we used the 
method which is described here on the chart which is headed “Ratio 
of the revenue ton-miles for each station to the aggregate total 
revenue ton-miles reported by the carrier.”’ 

Now, the other direct costs, which are shown here on the chart, are 
attributable to local reservations, ticketing, passenger service, mail 
and cargo handling, and landing fees. The landing fees were not 
included in the aircraft costs. Such other direct costs totaled $80,163,- 
731. We charged those directly to the stations. 

On the other elements of expense, such as the ground operations, 
maintenance, passenger service, traffic and sales, advertising and pub- 
licity, and general and administrative expense, we allocated those in 
accordance with the methods described on this chart, and which 
methods are described in greater detail in our report. 

I do not think it is necessary to go into all of the methods unless 
you think it is desirable for me to touch on such details. 

The Cuartrman. No; I do not think that is necessary. 

Mr. Jacqurerre. Coming to the final consolidation, as shown by 
chart 1, this in effect is a profit-and-loss statement for the entire 
domestic airlines system whereby we dealt with $458,574,058 of 
revenues. I would like to emphasize that such revenues do not 
include the $31,734,284 that we described as being the subsidy. The 
only mail revenue that is included in the $458,574,058 is the $27,591,- 
979 of mail revenue that we developed under your formula. 

The total expenses are segregated on the chart between direct 
expenses and those subject to allocation. The total amounted to 
$465,422,023. At that point it is clearly evident that the airlines 
system as a whole had suffered a loss for that year. Carriers’ ex- 
penses were greater than their income to the extent of $6,847,965. 

Other miscellaneous expenses, which were reported by each carrier 
totaled $1,352,431, thereby bringing the total loss up to $8,200,396. 

Senator Kem. That is before subsidy? 

Mr. Jacquetrr. That is before subsidy. And it is also before any 
provision had been made for a return on their investment. 

At that point we deal with the provision for the return on invest- 
ment. 

The amount of investment against which we base the 7-percent 
return was furnished to us by the Civil Aeronautics Board, developed 
by the members of the staff of the Board from the reports filed by the 
carriers. 

The CuHarrMAN. That is the actual percentage that they used in 
calculating the amount of the subsidy? 

Mr. Jacquetrr. We had two steps there, Mr. Chairman. We 
first of all had to find out the dollars of investment against which we 
had to apply a rate of return. The Board furnished us both the dol- 
lars of investment and the percentage rate of return. 
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The CuarrmMan. And they used those factors in determining the 
subsidy; is that correct? That is, the Board uses those? 

Mr. Jacquretrr. We were informed .that the Board has used 
7-percent return after income taxes on all past cases. That does not 
mean necessarily that they propose to use 7-percent in the future. We 
have no idea what they propose to use in the future. 

The CuarrMan. Does your total expense include income taxes? 

Mr. Jacquretre. No, sir. The development of all of this is before 
income tax. I might mention, the reason income tax was eliminated 
in our computation—— 

The CHarrMAN (interposing). What about property taxes, or local 
taxes? 

Mr. Jacquetre. Local taxes are included. 

The CHarrmMan. They are included in the $465,000,000? 

Mr. Jacquerre. They are included in the total expense. Only 
taxes that would be applicable to income earned have been eliminated. 

I will develop the point a little later as to how we handle the tax 
matter. We first of all had to determine what would be the rate of 
return required before taxes. In other words, if 7 percent is the 
permissible yield after taxes and the carriers would pay approximately 
40 percent as an income tax, we would then have to use 11% percent 
against the amount of investment, which after the tax was paid would 
yield them the 7-percent return. 

I hope I have made that clear, in that while we show the 7-percent 
figure on this chart, in reality in our study we first used 11% percent 
to find out what the carrier’s position was before he had to pay income 
taxes. 

Now, after we had computed the return on investment for each 
carrier, Which iucidentally on a consolidated basis was $38,279,162 
if the carriers were to receive $38,279,162 as representing a reasonable 
return on investment, and if they had already lost $8,200,396 as 
indicated by the chart, then the carriers’ need for subsidy would be 
the total of the two. That amounted to $46,479,558. 

When we got to our subsidy-allocation program, the difference 
between the amount of mail pay made to the carriers of $59,326,263 
and the amount of mail pay computed under the formula, which was 
$27,591,979, was labeled as subsidy. In other words, the $31,734,284 
shown on the chart is the amount that was labeled as subsidy. 

The Cuarrman. That is the amount that is allocated and paid by 
the Post Office Department as subsidy; is it not? 

Mr. Jacquettr. Mr. Chairman, when they pay it they do not 
label it as subsidy or label it as anything else other than mail pay. 

The CuairmMan. Of course not. 

Mr. Jacquetrs. It is mail pay. 

The CoarrmMan. That is right, but that $31,000,000 is the 
theoretical amount? 

Mr. Jacquette. It is a theoretical amount which resulted from the 
application of the formula which arrived at $27,591,979 of compensa- 
tory pay. 

The CHarrMan. But it does not necessarily mean that that is the 
total amount that the Post Office is going to pay? That is the 
allocated amount, the allocated theoretical subsidy that is actually 
paid, and then there is an item known as back pay—— 
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Mr. Jacquetre. That is still not in this picture. Any known back 
pay—I mean, it really was unknown at this particular time—any 
pending claims, of course, are not in these totals. All the figures 
shown ae are a matter of fact, and they do not deal with any assump- 
tions that might apply to the future, or beyond the December 31, 
1949, date. 

The Cuarrman. But the CAB does have claims for back pay over a 
period of years—I do not know how many years—amounting to well 
over $200,000,000. 

Mr. Jacquettr. That is correct. I am aware of that. But that 
is not recognized at any point in this particular study. 

The CuarrMAN. You could not recognize it because it has not been 
determined. 

Mr. Jacquetrsr. It is not a matter of fact; that is right. 

The Cuareman. A portion of it may be paid, but you could not 
very well take that into account? 

Mr. Jacquetrse. Now, in the event that any portion of that $200,- 
000,000 is paid in the future, if it is paid, and to the extent that any 
portion would be applicable to the year 1949, then this figure of 
$31,734,284 is subject to that revision, to the extent of such payment. 

The CHatrMan. But according to that chart there, the amount 
of back pay for 1949 might be $14,745,274; is that correct? 

Mr. Jacquetrter. No, sir. If I may correct you on that point, once 
we had determined what the amount of subsidy was, all that that 
amount represented was merely a separation of $59,326,263 into two 
parts. The $27,591,979 was regarded as compensatory mail pay and 
the balance of $31,734,284 was regarded as subsidy. 

If the carriers’ need was: $46,479,558, and if the subsidy paid was 
$31,734,284, the remaining total shown represents, for want of a term, 
a deficiency in the amount of subsidy or it represents disallowed ex- 
penses. In other words, it is merely the difference between the 
amount they needed to yield a 7-percent return on investment after 
taxes and the amount of subsidy which they received. 

The CuHatrMan. Yes; that is my understanding. 

Mr. Jacquerre. You are quite right in saying that of the $200,- 
000,000 maybe $14,000,000 of it would be applicable to this year. 

The CuatrmMan. That is the point they could argue about. 

Mr. Jacquetrr. That is correct. 

The CuarrMan. I understand that the airlines have pending cases 
for the year 1949, back-pay applications, amounting to a total of 
$29,000,000. 

Mr. Jacqguetre. $29,000,000 for 1949? 

The CHarrMAN. Yes; $29,000,000 is what they claim. 

Mr. Jacquertr. All things being correct, $14,745,274 would bring 
them out somewhat whole on the 7-percent theory. 

The Cuatrman. There is quite a difference between claims and the 
amount paid, as the airlines have discovered. 

Mr. Jacqurrrn. Yes, I can well understand that that may be so. 

There is just one other point I would like to call to your attention, 
Mr. Chairman, and that is that on these schedules which are part of 
the appendix, it gives all the details for each station served by a 
carrier. An interesting point comes into play in that where you have 
a station which has shown a profit, and you have other stations of 
that same carrier that showed losses, the technique used by us was 





3 
; 
| 


$k 


\eninindaiSaiii 


Pe Bd ot ARRAN ELE MES aiid tt SOP EEC eA rs EY oe MMS 


eS RI RRL ie SI a PSD 





that 
loss 
subs 
stati 
rece! 
atte 
of w 
“Re 
Tl 
cases 
syste 
that 
Tl 
was 
form 
for e 
the s 
the « 
whic 
In 
of th 
assig 
1} 
wed 
may 
on. 
Th 
ques: 
Se 
from 
intell 
Mi 
direc 
tive, 
Rd 
theor 
the s 
I will 
the 4 
comp 
peopl 
Th 
time. 
Ser 
what 
Mr 
repor 
Ser 
Mr 
came 
Th 
that 1 
was 1 
be pa 


ick 
ny 
res 
ap- 
31, 


ra 


vell 
hat 


een 


not 


00,- 
any 
> of 
ent. 
unt 


ynce 
that 
two 
and 


was 
orm, 
| ex- 

the 
ifter 


200,- 


“ases 


ul of 


ring 
1 the 


sO. 

tion, 
rt of 
by a 
have 
ns of 
; was 


PAS RB 


piSedadccc 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 35 


that the profit of the profitable station was first spread among the 
loss stations. In other words, you might say that there are two 
subsidies, one which is paid by the profitable stations to the loss 
stations, and then, secondly, the amount of subsidy which they 
received from the Government. Therefore, I would like to call 
attention to the fact that we have two columns on our schedule, one 
of which is called “Standard need,’ and another column is called 
‘“Redistributed standard need.” 

The ‘“Redistributed standard need”’ column was used only in those 
cases where a profit had appeared in any one station on a carrier’s 
system. If no such profit appeared, then there was no need to use 
that column. 

The final allocation of the subsidy, after the amount of subsidy 
was known for each carrier, or rather was determined under the 
formula provided, was then allocated in proportion to the loss shown 
for each station. In other words, the loss stations are those that need 
the subsidy and they need the subsidy in proportion to their loss to 
the over-all loss of a carrier’s system. And that was the method 
which was used. 

In other words, I am saying that if station A had a loss of 10 percent 
of the over-all carrier’s loss, then 10 percent of the subsidy would be 
assignable to that station. 

I believe, Mr. Chairman, that that covers the high lights of what 
we did. I would be very happy to answer any specific questions that 
may arise on anything that you may wish to have further elaboration 
on. 

The CHarrMan. Senator Kem, do you have any observation or 
questions? 

Senator Kem. The purpose of the study is to separate the subsidy 
from the mail compensatory pay, so that the Congress can deal 
intelligently with the two items; is that right? 

Mr. Jacquetre. That first purpose, Senator, was outlined in our 
directive on the job. The engagement we took had that as an objec- 
tive, that separation. 

1 might mention, however, that the separation is in a sense a 
theoretical one, in that certain assumptions have been used right at 
the start as to what the compensatory rates are. In other words, 
I will reemphasize that the total payments made to the carriers during 
the year were $59,326,263. How much of that amount should be 
compensatory pay is a matter of diverse opinion on the part of many 
people. 

_ The question of the mail rate has been under dispute for a long 
time. 

Senator Kem. Have you been able to reach some conclusions as to 
what you think is a satisfactory formula to be used? 

Mr. Jacquerre. We have. We have submitted in a supplementary 
report a rate which we believe—— 

Senator Kem. Is that the one we have been discussing? 

Mr. Jacqurrre. No, sir; it is another report beyond that, which 
came out a month later. 

The CuatrmMan. The point is, and I think it should be said here, 
that there was no separation, you understand, in 1949, at all. There 
was no effort made. The CAB determined the amount that was to 
be paid in a lump sum, and it included both the subsidy and the com- 
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emeneeny mail pay. And the Post Office paid it. The Post Office 
epartment paid the whole thing, subsidy, compensatory mail pay, 
and all. 

The committee had to set some figure for Ernst & Ernst to start 
with. So we set the figures, 60 cents a ton-mile for the trunk lines, 
70 cents a ton-mile for the smaller trunk lines, and $1 a ton-mile for 
the feeder carriers and some of the lower brackets in the trunk lines. 
Those were arbitrary figures. Those rates were just arbitrary. They 
were picked out of the sky; and they took them and made their de- 
termination on the basis of those rates to find out what the mail pay 
should be, and then they deduct what the mail pay should be from 
the total amount that was paid, and then arrived at the subsidy in 
that way. That is taking a short cut to what they did. And they 
discovered that using those base rates, the mail pay was $27,133,090. 
Or maybe I have the wrong figure there. 

Mr. Jacquetre. The figure is larger on this particular chart. It 
is $27,591,979. That is the computed amount. And it is shown in 
one of our exhibits for each carrier; that is, the computation. 

Senator Kem. If the carriers got only that, how much of a deficit 
would they have in operating expenses? 

Mr. Jacquretre. That is shown right here, Senator, in that the 
$27,591,979 regarded as compensatory mail pay is really part of this 
figure, so that they had a deficit of $8,200,396. That would be their 
deficit for a year. That is before any provision for taxes or anything 
of that sort, for those that made profit. 

Now, there were some profitable carriers included in that figure, 
but most of them had losses. 

Senator Kem. Is that before interest on the investment? 

Mr. Jacquerrse. That is before interest on investment. Now, 
when you add the interest on investment, to which they are entitled 
under the 7-percent theory, you then come up to a need of $46,479,558. 
Of course, that need is before income tax. If all of this need were made 
up by subsidy, when they received the subsidy and they were all put 
into a profitable position, they would have to pay tax on that profit. 
After they paid the tax, then all carriers would come out making 
7 percent net. 

The Cuarrman. The CAB under the present law regards the airline 
operations of certificated air carriers somewhat as a cost-plus opera- 
tion. Under the law they do that whenever the carrier has a petition 
pending, and they have to determine the amounts that are to be paid. 

Senator Kem. That is cost plus how much? 

The CHarrMAN. Seven percent. 

Are there any other questions? 

Senator Kem. No further questions. 

The CHarrman. Thank you very much, Mr. Jacquette. 

Mr. Chane. 


You may proceed. 


STATEMENT OF GEORGE W. CHANE, MANAGER, SPECIAL 
SERVICE DEPARTMENT OF ERNST & ERNST 


Mr. Cuane. I am manager of the special service department in 
New York City for Ernst & Ernst. My general background and ex- 
perience is one of engineering and accounting. 
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I have been associated with airline practice for approximately 6 
years, on a basis of consulting, largely, with several carriers. 

The Cuairman. Are you one of the officers of Ernst & Ernst? 

Mr. Cuane. I am the manager of our special service division, which 
is a supplemental division to our national accounting organization. 

The CuarrmMan. How long have you been with Ernst & Ernst? 

Mr. Cuane. This is my tenth year, sir. 

Senator Kem. Are you one of the partners? 

Mr. Cuane. I am not a partner, Senator. 

The CHarrMAN. Very well. You may proceed. 

Mr. Cuane. My contribution, Mr. Chairman, will be more or less 
general, inasmuch as I was involved in—— 

The Cuarrman. Do you have a copy of your testimony? 

Mr. Cuane. I have no prepared formal statement, Senator. My 
comments will be rather general, inasmuch as my participation in 
this program was of a general nature. 

I think it worthy of our attention at this moment to have me 
emphasize a section of our Report, which it appears to me is rather 
significant in any discussion of the over-all mail rate problem. 

I refer to the studies of considerable magnitude which have gone on 
in connection with our study of this problem. Field studies at head- 
quarters and stations were conducted; simultaneous motion charts 
were prepared of the activities at those headquarters and stations to 
seek out those charges which could be allocated, for example, to mail 
service alone. 

The complex problem of allocating joint costs between types of 
service has always been the major consideration. 

If I may, Mr. Chairman, I would like to indicate what went on in 
connection with those studies in our Report: 

Studies were made of selected stations of the functions performed, during which 
methods of operations and related problems were discussed with station managers 
and employees. Time studies were conducted for the purpose of utilizing that 
technique, to its practical limits, to identify direct labor costs. 

Headquarters offices of 20 carriers were visited by our engineers. 
Payroll records were analyzed to determine the number of employees 
engaged in each function, and, where practicable, the amount of 
time applicable to each type of service in each functional group. 

It was found that the volume of passengers, mail, and cargo fluctu- 
ated throughout a 24-hour period and from day to day throughout an 
entire week. This condition is aptly illustrated in Nos. 360, 361, and 
362 of public counsel’s exhibits filed in the “Big Four’’ rate proceed- 
ing and efficiency investigation, Dockets Nos. 2849 and 3663, wherein 
is indicated the variability of passenger ton-miles and mail ton-miles 
for each day of the selected weeks, for test purposes. 

To obtain an all-inclusive result at stations, it would be necessary 
to observe conditions prevailing within a mobile work force con- 
tinuously during a volume cycle of at least 1 week. To secure the 
desired information on a sufficiently broad scale, a means was needed 
to identify functions performed, segregated as to local and system- 
wide service, and a form was designed recording the time spent by 
station personnel in performance of each function associated with 
each type of service. To insure broad and sufficient coverage of 
station operations, each carrier was asked to obtain from all stations 
served by them the information called for on this form as to the time 
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spent by all employees in each function in each type of service, for a 
period of 1 week. Station managers were also requested to indicate 
the number of employees engaged exclusively in each type of service. 
Completed forms were received from 751 stations (city ticket offices 
and airport stations in the same community being considered-as one 
in this count) of the total of 928 listed in the summary of stations 
in the appendix to the report. The information thus collected con- 
stitutes comprehensive coverage of station conditions prevailing 
throughout the entire domestic air transportation system. 

Our engineers also conducted field studies at the 80 stations previously indicated 
at pages 14 and 15 of this report. Inasmuch as these stations handled approxi- 
mately 50 percent of the entire passenger, mail, and cargo volume of certificated 
domestic carriers for the year 1949, the results obtained may justifiably be con- 
sidered representative of all stations. During the course of the surveys at these 
80 stations the validity of the data already reported by the carriers themselves 
was verified, and the degree of correction required was found to be negligible. 

From analysis of data required from stations at headquarters survey, it was 
disclosed that relatively few employees were engaged exclusively in the interests 
of airmail service. In operations involving direct handling and acting for mail, the 
functions in most instances were on a commingled basis in the interests of all 
types of service. 

With respect to the forms received from the 751 stations to which reference 
has been made, a consolidation of data reported, for station functions only, for 
the period of 1 week and verified to a negligible error factor by actual check at 
80 stations visited by us, reveals the following breakdown of station services 
by time, and their ratio to the total hours involved. 

There follows, Mr. Chairman, the tabulation in the report which 
can be summarized something like this. For mail service, the per- 
centage to the total hours was 3.3; express freight and passengers made 
up the difference between 3.3 and 20.9 percent. 

It will be observed that only 3.3 percent of the total hours of approximately 
20,900 station employees were directly applicable to mail service; 48.7 percent 
of the total hours of station employees were reported as being identical with 
passenger, express, and freight services. 

The results shown cover local station operations only and, when all other pay- 
roll bours (none of which is identifiable with the type of service) are included, the 
total hours directly applicable to mail service represent only approximately 1% 
percent of the total payroll hours. 

I bring this out, Mr. Chairman, for the reason that we made an 
honest effort to dev elop techniques and procedures for segregating 
charges at stations and headquarters for the handling of mail only, 
with the thought that it might prove of value in years to come, and 

perhaps simplify the general atmosphere with regard to such charges. 
This particular survey of ours gave us this opportunity by way of 
repetition of seeking out on a broad, comprehensive basis those 
charges direc tly attributable to mail services. 

We have heard from Mr. McAnly, our partner, on our supplemental 
report, and Mr. Jacquette on the details regarding the allocation of 
the subsidy. And outside of making general comments on the report 
I would like to conclude my contribution and testimony. 

The CHarrMaNn. Are there any questions or observations, Senator? 

Senator Kem. No questions. 

The CuatrMAN. We thank you very much, Mr. Chane. 

Mr. Richmond, do you have anything to add or any statement that 
you desire to make? 

Mr. Ricumonp. No, thank you, sir. I have nothing to add. 

The CuarrmMan. Mr. McAnly, do you have anything further to add? 
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Mr. McAnty. No, Mr. Chairman. Should there be any questions 
as to our procedures that come up at any time during the hearing, we 
would be glad to amplify and explain them. 

The CHarrMan. I think we might ask you some questions about 
the station report; that is, what you as an engineer think of the 
practicability of breaking down subsidies into stations, and making 
that kind of approach on the questions involved here. 

Mr. McAn ty. Mr. Chairman, this is probably further evidence of 
not being influenced in any way by the members of your committee. 

We do feel there is value in an allocation of this subsidy to com- 
munities served or route segments, but we feel that the primary value 
is that it could be used as a basis for probably restudying the whole 
domestic route pattern, hoping to work out consolidations in those 
areas where several carriers operate at low load factors and conse- 
quently each receives subsidies. 

The CHarrRMAN. You have found stations where perhaps as many 
as three or four airlines receive a subsidy for serving that station? 

Mr. McAnty. That is right. And to that extent I believe a periodic 
study should be made. It attempts to localize where the subsidy is 
going to the carriers and where competition exists that might be 
eliminated through consolidations. If you have two carriers that 
may parallel each other on route segments, both operating at a low 
load factor 

The Cuatrman. And both receiving a subsidy from the Treasury 
of the United States to serve that area? 

Mr. McAnty. That is right. We even went so far in our Pilot 
Study as to make the statement that we felt that the Government 
would be better off in those cases where it is obvious that there is 
too much competition, if it actually bailed out the carrier to the 
extent of repaying him rather than continuing a subsidy and then 
perpetuating it. That was clearly brought out in our P ilot Study. 

Senator Kem. How do vou mean, “‘repaying it’’? 

Mr. McAnty. As it stands now, as long as a carrier operates under 
the present act, the carrier that does an ‘efficient job of what he has 
to do on certificated routes is entitled to be reimbursed, including a fair 
return. Now, should the study of various route patterns on a more 
or less over-all basis indicate that some of these could be put together, 
the Government would in the end probably be better off to pay the 
carrier for the loss he might suffer in such an elimination rather than 
to continue it on the perpetual basis. 

Senator Kem. Buy him our? 

Mr. McAnuy. Buy him out; yes. We mentioned that in our 
Pilot Study. 

Senator Kem. Are results of operations overseas reflected in your 
figures here? 

Mr. McAnty. No, sir. 

The CuHatrman. They made no study of the overseas problem. 
We do have a study of the overseas and foreign problem, but Ernst 
& Ernst did not make it. Their Report is confined to the domestic 
situation, entirely. 

Senator Kem. I have been particularly interested in the use of 
Government money under the Marshall plan to build up competition 
for the American carriers overseas and add to their deficits and the 
consequent subsidies that you have to pay. It seems to me that in 
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those operations we are working against ourselves. We are using our 
own money to subsidize competition, which makes our own opera- 
tions less profitable and requires money to be made up. But that 
is not involved here. 

The Cuarrman. That is not before us today, but it will be before us. 

Mr. McAnty. I do think that we have to realize that while we 
did not and were not asked to make any study of the foreign picture, 
the approach we have developed in the domestic picture may not 
apply at all in their picture, because when we emphasize relating a 
mail rate to the passenger rate, there may be a great many ot!her 
influences in foreign competition that go on which would not make 
that a practical thing to follow. 

Senator Kem. But those influences are not reflected in these 
figures. What I mean is, the fact that we arc subsidizing foreign 
carriers does not affect the figures you presented here. 

Mr. McAnty. That is right. There is one thing I would like to 
bring out, too, if 1 may, Mr. Chairman. 

The CuarrMan. We separated the two, Senator Kem, right from the 
very beginning, and these figures have to do only with the domestic 
operation of the airlines. 

Senator Kem. What I wanted to be sure of was that it was practica- 
ble to separate those figures and that the losses incurred by reason 
of foreign competition do not affect these figures in any way. Is that 
right? 

“Mr. McAnty. That is right, because these figures only include a 
few stub-ends. 

Senator Kem. And you find it practicable, from an accounting 
standpoint, to break those things down? 

Mr. McAnty. Between subsidy and fair pay? 

Senator Kem. No; between overseas and domestic operations. 

Mr. McAnty. Mr. Chairman, I believe in Mr. Jacquette’s discus- 
sion there was an implication that possibly $14 milion would be 
what the carriers might still feel they have coming for the year 1949. 

Now, when CAB furnished us with the 

The CuarrMan. I do not know whether it reflects what the carriers 
would think but it may reflect what the CAB would think they still 
owed on a cost-plus contract that they have with all certificated 
carriers. 

Mr. McAnty. I believe when we had our discussions with CAB 
and they gave us the investment figures, which were the balance 
sheet figures from the carriers, they clearly pointed out to us that 
while in general, and in their letter they so stated, an approximate 
net return of 7 percent had been more or less generally used, for any 
one individual year, these figures could not be construed as anything 
that they would necessarily come up with because they take other 
items into consideration. In other words, they may use different 
investment figures and different depreciation rates from those that 
may have been been reflected by the carriers. And J do want to make 
it clear that either the carrier or the Board should say, “This is what 
we should use.”’ 

The CrarrMan. It is an interesting figure, nevertheless. The 
carriers think that the Post Office Department still owes them $29 
million instead of the approximately $15 million they would have 
— to them under the CAB figures furnished to you for your 
study. 
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So you have about half the amount that the airlines think they still 
should have coming, and they have applied for that much more back 
pay. It is an interesting figure. 

Mr. McAnty. Since this’ report was out, as you know, there were 
several additional payments made subject to 1949, and we prepared 
a supplement in which we took the additional payments to these 
particular carriers and they have been presented along with the 
report. But they are not in this figure. 

The CuarrMan. And they are not in your chart? 

Mr. McAnty. No. 

Senator Kem. Are these determinations made by the CAB reviewed 
by the Appropriations Committee? j 

The CHarrMaNn. To a very limited extent. Our committee thinks 
that when the separation is made in accordance with the bill which 
[ have introduced, S. 1657, then the Appropriations Committee can 
get at the factors of the subsidy payments better. But it is pretty 
difficult for them now because they do not know how much is Post 
Office pay, and they are rather operating in the dark. 

The Appropriations Committee, as well as the Bureau of the Budget, 
the President of the United States and the Post Office Department, has 
insisted that the separation be made, so that they can understand 
what they are doing in awarding the appropriations which are to 
come out of the Post Office Department. 

Mr. McAnty. Mr. Chairman, you asked me a direct question. I 
do not think I completed my answer. 

The CuarrMan. No; you did not. I am sorry to have interrupted 
you. 

Mr. McAn ty. That is quite all right. 

I stated wherein I think ianidestal allocation of subsidy could play 
a very important part in reducing the over-all money paid out by 
the Government. I believe that as a requirement of a carrier’s 
getting an additional subsidy support the requirement for this carrier 
at that time to project figures of this character in order to say which 
communities will receive the benefit would be imposing something 
that would not be too valuable. The pattern of proration in a 
carrier as developed in this study, if such an allocation is necessary, 
could probably be used, unless the operating activity of the carrier 
varies to a great extent. But here we are dealing retroactively. We 
had a total known revenue and we had a means of determining where 
it originated. To project in advance, as I would gather was indicated 
in the bill, just what the revenues of all the stations will be in order 
to work out an allocation of profit and loss, might be imposing an 
extremely difficult thing on the carrier. Periodically a study can be 
made, or you can use an established pattern of the most recent allo- 
cation. 

The CHarrMaNn. Would you not think that good airline operations 
would require the management of an airline to know what communi- 
ties are paying their way and what communities are not able to pay 
their way, and by what amounts they are paying their way and by 
what amounts they are not paying their way? 

Mr. McAnty. That is right. It all has to be based on a projected 
expected revenue and that in turn would have to be based on past 
experience. 
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Senator Kem. When the railroads find they have an unprofitable 
line or an unprofitable operation, they apply to the ICC, and usually 
get permission to cut it out. 

Mr. McAn ty. I am not familiar with that—— 

Senator Kem. We have had miles of track taken up in our State 
because it is unprofitable. You have had it in your State, Mr. 
Chairman? 

The CuarrMaNn. Yes; many, many miles. 

Senator Kem. And it seems to me that the same thing ought to 
apply to the airlines system. 

The CuarrmMan. The committee’s theory, when we employed Ernst 
& Ernst, was that the subsidy is not paid to the airline; it is ac tually 
paid for ‘the community’s benefit to the airline for the service that the 
airline gives that community, and we have here listed all of the 
stations, in the Ernst & Ernst report, and the loss in 1949 that that 
community has put upon the airline serving them. 

Senator Kem. Is there not also consideration that there is a public 
inte ‘rest in developing aviation as an industry in this country? 

The CHarrman. That is right. It is supposed to have, and has, : 
great value to the defense of ‘the country, and it has a great value to 
the commerce of the country. One of the things that Congress had 
in mind when they established this cost-plus method of dealing with 
the airlines was to encourage them. It was an incentive to the airlines 
to develop. 

Senator Kem. It seems to me there ought to be some way to cut 
out the grossly unprofitable routes, and not require those that operate 
on a reasonable basis to carry those that do not. 

The CuarrmMan. We think that this survey that Ernst & Ernst have 
made will point that out and make it possible to weed out the segments 
of the airlines that are not profitable. We believe that the survey 
that Ernst & Ernst have made is going to prove very valuable to the 
CAB and to the Appropriations Committees of C ongress. 

Senator Kem. We have had communities in our State that are 
now without railroad service, who enjoyed it for 50 or 75 years. But 
it was considered to be in the public interest to discontinue service 
there so that the other system should not be required to carry that 
loss year after year. 

The Cuarrman. The same thing applies to airlines except that the 
airline industry is a dynamic industry, and it is growing. It is in its 
infancy and the volume of business is increasing “almost daily, and in 
time of crisis, such as we are in at the present time, the airlines are 
certainly making a great contribution to the economy of the country 
and to the war ‘effort, directly and indirectly. 

Very well, Mr. MeAnly. Do you have anything further to state? 

Mr. McAnuy. No. I could make this suggestion. In the bill, 
if it is desirable to make this subsidy allocation, we believe in the 
projection of anticipated revenues at the time a subsidy would be 
requested, you could use the most recent pattern of allocation that 
was created. For example, in this report the prorations of the 


subsidies in our report should be sufficient to use as a base for a 1-, 2-, 


or 3-year period, only restudy the specific carrier if there is a marked 
change in its activity. Iam always thinking about cutting down the 
paper work. 

The CHairman. That, of course, is the theory of the bill that is 
introduced. We have projected for a period of 3 years, under the 
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assumption that the airlines themselves would like to know what they 
are going to be paid. They do not know at the present time. They 
are sometimes paid years after the service bas been rendered and we 
think if the airline knew exactly what it was goirg to be paid for 
carrying the mail, it could then develop its own budget and its own 
work, and do a much better job, and perhaps realize a profit under the 
free enterprise system if they had a firm contract. 

Now, the Post Office Department makes a firm contract with star 
carriers for 4 years. They make contracts with the railroads extend- 
ing in the future, and it seems to me at least, that the Post Office 
Department ought to be able to make a firm contract with the airlines 
for at least 3 years and then take another look at it. 

Mr. McAnty. I think the same could apply to the basis to be used 
in spreading additional payments beyond the compensatory rate that 
you finally determine. I mean, use the basis of proration that we 
worked out for each carrier for that period. 

The CuHarrman. The bill, however, does not attempt to say in 
advance what the subsidy shall be. 

Mr. McAnty. I am only thinking, after that has been determined, 
to spread the subsidy to communities served, could be done on the 
basis as outlined in this report for a matter of 1,2, or 3 years. There 
should not be that much change in the activity. 

The CHarrMan. That would be up to the CAB. The legislation 
leaves those details up to the CAB and to the Appropriations Com- 
mittees of Congress. The bill does not attempt in any way to set up 
a formula or determine what the subsidy shall be. That will have 
to be determined by the CAB. 

Do you find any fault with that? 

Mr. McAnty. As I understand it, that would be determined on a 
more or less projected over-all operation of the carrier after he has 
taken into his operating revenues mail at the compensatory rate along 
with passengers. 

The CuatrMan. That is why I think the mail rate ought, at least, 
to be a firm amount; it ought to be an established amount; it ought 
to be something that the Appropriations Committees of Congress 
and the CAB can calculate as a fixed figure and a fixed amount. 

Mr. McAnty. We agree with that. 

The CHarrMAN. And then they can go from there and work out 
the amount of subsidy that is desirable, and right, that should be 
paid for the operation of the airlines. This should be done as an 
incentive to airline operation, as something of value to the country; 
to the commerce, to the defense of the country, and to the other good 
things that flow from airline operation. 

If that concludes what you have to say, and if there are no other 
questions, we thank you very much. 

Senator Kem. I would like to ask just one question, Mr. McAnly. 

The CHARMAN. Very well. 

Senator Kem. You have made no study of the re venues derived 
by the Post Office Department from this service, have you? 

Mr. McAnty. No, sir. 

The Cuatrman. We know that pretty well. We have figures on 
that. 

Senator Kem. Do you know whether it is adequate, or whether it 
could be raised to an advantage or not, or whether they are getting 
as much as the traffic will bear? 
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The CuHarrman. Of course, that brings in another factor. The 
Post Office revenues are much greater than the $27 million, for 
instance, that we have on this chart. But the Post Office Depart- 
ment figures that the carriage by the airlines is only part of the service 
that is rendered in the handling of a piece of airmail which, of course, 
is correct. And that leads to further argument. 

But the postal revenue received from the carriage of mail, I think it 
is fair to say, is well above the $27-million-plus that was paid in 1949 
to the air carriers. 

Mr. MeAnly, I have one other question. Do you think that it 
would be imposing too much of a burden upon the airlines to require 
them to keep their accounts in such a way that a study such as you 
have made might be more readily made in the future? And in keeping 
those accounts, whether it would be too much of a burden on the 
carriers to keep those accounts in such a way that the whole airline 
industry might be better understood, that is, the financial operation 
of the whole airline industry, by the Appropriations Committees of 
Congress and by the CAB? 

Mr. McAnty. We have recommended in our report certain modi- 
fications in the charts of accounts. They are minor, but they would 
facilitate the operation in the future, when needed, of a report such as 
we have made covering subsidy allocation to communities. 

The CuairmMan. The question is, do you think that would be too 
much of a burden on the airlines? 

Mr. McAnty. To make a few adjustments in the charts, and so on? 

The CHarrMAN. Yes. 

Mr. McAnty. We do not think so. We think, however, as I 
mentioned before, to ask them to prepare all these figures each year— 
there may be quite a number of the carriers that will be removed 
entirely from subsidy under a fair compensatory mail rate, so that there 
would be no subsidy to allocate—and to require them to work out 
complete P. & L.’s by stations (other than the value they might get 
out of it in their own internal operation) would not serve any particular 
purpose. 

The CuarrmMan. Of course, the committee has not suggested, and 
I do not think we will suggest, that any airline not receiving a subsidy 
furnish the figures. But airlines coming to the Congress, and coming 
to the CAB for a subsidy certainly ought to provide the figures and the 
factors, such as have been outlined here, for the consideration of the 
Appropriations Committees of Congress and the CAB. 

Mr. McAn ty. I believe, answering your statement directly, that the 
few recommendations we have made would greatly facilitate that, and 
it would not be any particular burden to inject those few changes into 
the charts, so that the information is Svanatie at any time to make 
such a study accomplished with much less work. 

Senator Kem. What lines of your study indicate that they could 
get along with the compensatory mail rate? 

Mr. McAnty. In the study itself, the 1949 volume, the four largest 
carriers still show, even at the 60-cent rate that was used, a slight 
subsidy. But I believe that in our subsidy study, the supplementary 
report, the rate that we have recommended there, just from general 
knowledge without a study, of the increase involved alone, would 
probably lift them out of the subsidy area. 

Senator Kem. The so-called Big Four? 

Mr. McAnty. I think so. Now, that is merely an opinion. 
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Senator Kem. Any others? 

Mr. McAnty. We have not carried it that far. I do not know. 
Some of the major trunk lines might, if their volume is increased 
materially over 1949. 

The CHatrMan. There are one or two of them that are right on the 
border of being self-supporting on the mail pay. 

Senator Kem. At the present rates? 

The CuHarrMAN. No; at the rates provided in the bill. 

Senator Kem. The present rate, of course, includes the subsidy? 

The Cuarrman. There is no rate at present. The subsidy and the 
pay are all mixed up together. But in the rates that we have recom- 
mended there would not be a need for a subsidy for the trunk lines, 
and perhaps some of the other lines are getting very close to a profitable 
operation without a subsidy. 

Senator Kem. I see. 

The CHarrMan. You made your mail rate calculations on the basis 
of the airlines’ experience in 1949. If that were projected into 1950, 
would there be a lower mail rate resulting from the favorable change 
in airline operations? Would the better showing of the airlines in 
1950 produce a lower mail rate? 

Mr. McAnty. The 1949 figures were used to develop the discount 
percentage off the first-class passenger fare in our schedules, which 
would use as part of those deductions the discount to cover the special 
fares, such as coach and so on. Now, if the volume is increased be- 
cause of a lowering of the average passenger rate structure by giving 
more coach fares the discount would be higher than the 9 percent we 
have shown as applicable to 1949. Also, the fixed expenses percentage 
in relation to this increased volume would go down. There is a great 
chance that the increase in the discount percentage, because of more 
coach traffic and so on, would probably be offset by the decrease in 
spreading the reservation costs and ticketing costs, and so on, over a 
higher volume. 

You see, it should not take more ticketing or reservation costs in 
general, flight attendant costs, if you increase the load factor. But 
if you increase the load factor by giving away part of the fare then 
you bring down the average rate again. And I believe that it would 
not make too much differenc e, as far as the compensatory rate is con- 
cerned, whether you use the volume of 1949 or 1950. I think there 
are offsetting factors. I do not believe that the carriers have added 
volume in 1949—and this is merely an opinion, without a study of 
the figures—without probably increasing the discount percentage off 
the first-class fare by having a greater portion of the business at lower 
fares, 

So while you would reduce the expense ratio you would also reduce 
the effective passenger rate, and you probably would come out pretty 
close to the same answer. Now, it could be otherwise. But there 
are compensating or offsetting factors in there. Just the fact that 
you might increase the volume 20 percent through reduced fares would 
not necessarily mean that you should lower the 50 cents that we 
recommended to 45 cents. 

The Cuarrman. Very well. We thank you very much. 

We will recess now until Monday at 10 a. m., when we shall hear 
from Mr. Nyrop, Chairman of the Civil Aeronautics Board. 

(Thereupon, at 12 noon, the committee adjourned, to reconvene on 
Monday, June 25, 1951, at 10 a. m.) 
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SEPARATION OF AIR MAIL PAY FROM SUBSIDY 


WEDNESDAY, JUNE 27, 1951 


Unrtep Srates SENATE, 
ComMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 2 o’clock in the 
committee room, room G-16, United States Capitol, Senator Edwin 
C. Johnson presiding. 

Present: Senator Johnson of Colorado (chairman) and Senator 
Brewster. 

Also present: Edward C. Sweeney, professional staff member of 
committee. 

The CuarrMan. The hearing will please come to order. The 
Secretary of Commerce, Mr. Charles Sawyer, was going to testify 
first; but he has been delayed, so we will hear from the Chairman of 
the Civil Aeronautics Board, Mr. Donald W. Nyrop. Will you come 
forward, please? 

As you know, we are holding hearings on several Senate bills relating 
to the separation of mail and subsidy paid to airlines. We will be 
glad to have you proceed in your own way. 


STATEMENT OF DONALD W. NYROP, CHAIRMAN OF THE CIVIL 
AERONAUTICS BOARD; ACCOMPANIED BY OSWALD RYAN, 
VICE CHAIRMAN, JOSH LEE, JOSEPH P. ADAMS, AND CHAN 
GURNEY, MEMBERS OF THE CIVIL AERONAUTICS BOARD; AND 
G. M. BAIN, DIRECTOR OF AIR OPERATIONS, CIVIL AERONAUT- 
ICS BOARD 


Mr. Nyrop. Mr. Chairman and members of the committee, I am 
pleased to have this opportunity to present to your committee the 
views of the Civil Aeronautics Board on the important question of 
subsidy separation. At the outset I want to make it clear that the 
Board supports the concept contained in the bills being considered 
by this committee, namely, that there should be separation of com- 
pensatory mail pay from subsidy payments, both domestic and inter- 
national. The basic objective of this committee and of the Board is 
the same. 

The problem as the Board sees it concerns the method to be used in 
attaining such separation. Approaching the problem in this light, it 
is the Board’s considered judgment that the following major points 
should be discussed: 

1. Development of the problem. 

2. Objectives of subsidy separation. 
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3. Separation legislation pending before the committee. 

4. Standards and mechanics for effecting separation. Under this 
heading will be discussed the following issues: (@) Should rates be 
fixed by statute? (6) Should rates be fixed for specific periods? 
(c) Should carriers be classified in groups with predetermined rate 
differentials? (d) What the standards for service and subsidy rates 
should be? (e) Should additional accounting requirements be 
prescribed? 

5. The Board’s program. 

6. Specific legislative recommendations. 

The primary purpose of the Act of 1938 was to promote and foster 
the development of an air transportation system which would ade- 
quately serve the needs of our commerce, our national defense and 
the postal service. The Act was designed, through Government 
leadership and financial aid, to bring some order out of the chaotic 
conditions which were fast developing in the industry. 

The Congress provided, in the light of the obvious necessity for 
Government support of the air-transportation industry, for the 
awarding of such support in the form of mail pay determined by the 
Civil Aeronautics Board after appropriate administrative process. 
The wisdom of Congress in passing the act of 1938 has been more 
than justified in the development of the industry. 

For instance, in 1938 the United States air-transportation system 
consisted of 16 domestic airlines operating 38,757 route miles and 3 
international airlines operating 31,067 route miles. By the end of 
1950 there were 40 domestic airlines operating 103.237 route miles 
and 12 international airlines operating 226,975 route miles. 

In 1938 the total United States domestic and international airline 
fleet consisted of 14 four-engine aircraft, 7 three-engine aircraft, 288 
two-engine aircraft, and 13 single-engine aircraft. By the end of 
1950 the fleet had increased to 638 two-engine aircraft, or 2.2 times 
the 1938 level, and 491 four-engine aircraft, or 35 times the 1938 level. 

The domestic airlines in 1938 hauled 7,500,000 ton-miles of mail 
for which they received a total dollar payment of $15,800,000, making 
an average ton-mile payment of $2.12. In 1950 the domestic airlines 
hauled 46,900,000 ton-miles of mail receiving a total dollar payment 
of $63,000,000, making an average ton-mile payment of $1.35, or a 
decrease in average ton-mile cost since 1938 of 77 cents. 

In 1938 the available annual seat-mile capacity totaled 1,400,000,000. 
In 1950 this figure had increased to 21,900,000,000 available seat- 
miles, or 15.7 times the 1938 figure. In addition, the United States 
air carriers have on order through 1953, 193 additional two-engine 
aircraft and 116 additional four-engine aircraft. 

The high lights of the foregoing development are shown by charts. 

Now, Senator, I would like to turn to these charts, if I may. The 
first chart here, sir, shows the mail service in terms of ton-miles per- 
formed by the domestic air carriers from the calendar year 1938 
through 1950, and is broken down as between the Big Four domestic 
air carriers, other trunklines, and the feeder airlines. 





MAIL TON-MILES PERFORMED 
BY DOMESTIC AIR CARRIERS 
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The significant thing with regard to this chart is that the peak 
starts in 1942 and ends in 1945. Those were the World War II years 
in which there was a very substantial increase in the volume of air 
mail carried by the United States air carviers. 

You note that the other trunk-line curve indicated on this follows 
the Big Four, but not to the same extent. You will note that begin- 
ning in 1947 there is an increase both for Big Four and other trunk 
lines, and that the volume is gradually swinging up again. 

The feeder problem is shown at the bottom. And as this committee 
knows, feeder airlines, as such, did not actually begin operations 
until 1946 or 1947. 

The CuarrMANn. Do you have any observations on the cause of that 
peak in 1945? 

Mr. Nyrop. The peak, sir, in 1945, as we interpret it, was largely 
the result of war air mail being carried by the carriers. 

The CuarrMan. And some of that air mail, at least one way of that 
air mail, was free travel, was it not? That is, the GI’s had free 
postage? 

Mr. Nyrop. Yes, sir; I assume some of it may have been that type 
of mail. 

The Cuarrman. The war was getting pretty well over in 1945, and 
the volume hit its peak in 1945. 

Mr. Nyrop. That is right; yes, sir. The second chart, Senator, 
which we would like to present is the chart that shows the domestic 
mail pay per ton-mile by carrier groups for the calendar years 1938 
through 1950. The top dotted line there is for all trunk lines other 
than the Big Four. 

You will note that the left-hand column shows cost cents per ton- 
mile. It starts in 1938 at approximately $4, and then reduces during 
the war periods to something under $1. In 1945 the curve swings up 
again, and at the end of 1950, it is approximately $2.50 per ton-mile. 

The Big Four is the solid line which is shown at the bottom of the 
chart. In 1938, their payment in terms of doliars per ton-mile was 
approximately $1.75. They reached a low in the periods of 1945, 
1946, and 1947, of approximately 46 cents to 47 cents. 

Then the curve goes up in 1947 and 1948. That is the result of 
certain adjustments made in the mail compensation to the airlines, 
and now it has again started down and at the end of 1950 it was 
approximately 62 or 63 cents per ton-mile average. 
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The next chart is stated in terms of total dollars paid to the air- 
lines on an annual basis broken down between the Big Four, other 
trunk carriers, and the feeder airlines. You will note that the total 
payment to the Big Four for the years 1942, 1943, and 1944 follows 
the same general pattern as do the volume figures which were shown 
on the first chart. 

It drops to a low in 1946 and 1947. Here again between 1947 
and 1948 you have that peak reached, which in effect is the result 
of mail pay adjustments made to the carriers during the periods in 
which they were transferring to newer types of equipment and were 
having certain financial difficulties. 

The first feeders certificated by the Board were pioneers. That 
runs along almost constantly to 1946 with its local service pattern 
carriers; and in terms of millions of dollars in 1950, that will be 
approximately $16,000,000 payment to them. 

Of the mail pay awarded in 1950 to all United States carriers, 
approximately 46 percent was paid to the international carriers, 41 
percent to the domestic and overseas carriers, and 13 percent to the 
local service carriers, 

At the time of passage of the act in 1938 our air transportation 
system consisted of domestic trunk lines in early stages of traffic 
development plus limited international operations. The whole 
industry then was largely dependent upon mail pay which necessarily 
included considerable amounts of subsidy. Now, 13 years later, the 
situation is substantially changed. 

The trunk-line system has expanded and is approaching maturity. 
International operations which in 1938 were only in their infancy 
have grown to major significance and a system of local service trans- 
portation has been placed in operation. Some of the trunk-line 
carriers—the Big Four domestic carriers, TWA, UAL, AA, and EAL 
hauling about 80 percent of the mail—are now self-sufficient and more 
of them are close to attaining that status. 

On the other hand, the international services and the local service 
operations have not developed to that stage. In this connection it 
is well to remember that all except one of the local service carriers 
were certificated by the Board after the end of World War II and 
have been in operation only a few years. 

Il am sure it will be interesting to the committee to review the 
net operating results of the domestic trunk-line system over the 
past 13 years. During this period the domestic air-mail revenue 
has totaled $641,027,503. Payments to the carriers—actual mail 
pay authorized by the Board—have totaled $412,080,219. Other 
costs of the post office for domestic air mail totaled $277,865,011, 
according to the post office’s cost-ascertainment reports. 

The total cost of the post office attributed to the domestic air-mail 
service, including payments to the carriers and the allocated adminis- 
trative and operating costs of the Post Office Department, for the 13- 
year period totaled $689,945,230. There is a deficit of $48,917,727 
in this 13-year period of total costs of the air-mail service when com- 
pared with the total revenues received by the post office. This is less 
than $3,800,000 per year. 
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In other words, the United States Government in 13 years has been 
able to build up the world’s greatest domestic commercial airline 
fleet with tremendous military potential for a net expenditure above 
the revenues received of less than $49,000,000, a truly remarkable 
achievement attesting to the basic soundness of the action of the 
Congress in passing the Civil Aeronautics Act of 1938. 

The CuarrMAN. Of course, you do not include in those costs the 
airfields and the other services that have been provided. 

Mr. Nyrop. No, sir. 

The CHarrMAN. Have you any idea of how much they totaled in 
that period of time? 

Mr. Nyrop. Senator, I do not have available here today a tabula- 
tion of the appropriations that have been made by the Congress for 
the Civil Aeronautics Administration. If you would like to have that, 
I would be pleased to transmit that request to the Administrator of 
Civil Aeronautics. 

The Cuarrman. I would like to have that. I am very certain that 
Members of Congress, when they read this report, will feel that there is 
something missing here and would like to have the total cost. 

Mr. Nyrop. Yes, sir. 

DEPARTMENT OF COMMERCE, 
Crviz AERONAUTICS ADMINISTRATION, 
Washington, August 2, 1951. 
Hon. Epwin C. JOHNSON, 
United States Senate, 
Washington, D. C. 

Dear SENATOR JOHNSON: In a letter dated July 11, 1951, the Chairman of 
the Civil Aeronautics Board conveyed to me your request for a tabulation of 
appropriations made to the Civil Aeronautics Administration. 

The tabulation attached sets forth the amounts appropriated under each head 
during the past 5 years and total amounts appropriated for the years 1940 through 
1946. 

The letter from the Chairman of the Board states that you are interested in 
ascertaining the cash outlay by the Federal Government for the benefit of the 
air lines. As you know, the funds appropriated for programs of this Adminis- 
tration, such as the establishment, maintenance and operation of air navigation 
aids and facilities, serve all users of the airspace, including private, military and 
commercial aircraft. Similarly, in developing airports, assistance is given to 
cities, counties and States. We do not, therefore, consider our services as being 
for the primary benefit of any segment of the aviation industry. For this reason, 
cost-accounting systems which would develop the cost of services rendered for 
any particular type of operation are not maintained. 

The establishment of acceptable cost-ascertainment systems, which would 
allocate properly the cost of services rendered to the various segments of the 
aviation industry, is an extremely complex problem and one which I would be 
glad to discuss with you, or members of your staff, at your convenience. 

Sincerely yours, 
C. F. Horne, 
Administrator of Civil Aeronautics. 
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Statement of Civil Aeronautics Administration appropriations (including contract 
authorization and excluding amounts for liquidation of contract authorizations) 


| 
| 








| 1947 | 1948 1949 1950 1951 
Salaries and expenses: 
Operation and maintenance of Federal 
airways : : .| $36, 544, 418) $56, 356, 510) $65, 393,303) $71, 302, 698) $74, 865, 112 
All other. . ‘ . i. i | 13, 271, 102 16, 606, 258; 21,832,697) 23,699,407! 23, 634, 888 
Total, salaries and expenses. ._- -| 49,815,520; 72,962,768) 87,226,000) 95,002,105) 98, 500,000 
Establishment of air-navigation facilities | 
(construction of air-navigation aids). - - 19, 622, 200) 11, 149,066) 22,440,499) 37,450,000) 21, 500,000 
Technical development and evaluation 875, 000 1, 600, 000 1, 850, 000 1, 450, 000 1, 375, 000 
Maintenance and operation, Washington | | | 
National Airport. ._- ; 750,000} 1,102,500! 1, 240,000) 1,250,000! 1, 300, 00 
Construction, W ashington National Air- 
port. a 1, 835, 000 196, 500 540, 000 
Federal-aid airport program, Federal Air- | 
port AGE... .nreae<- | 45,000,000) 32, 500,000) 40,000,000) 39,500,000) 39, 700,000 
Preliminary planning and surveys (for the | 
Federal-aid airport program) -_- : 2,975,000) __- 7 if 
Claims, Federal Airport Act | ee 1, 659, 524 1, 046, 104 1, 622, 886 
Construction of public airports, Territory | | 
of Alaska ---..- ee ese eR a a Me ‘ | 12, 500,000 4, 500, 000 
Air-navigation development. pide oa a Nant wt 100, 000 7, 000, 000 5, 365. 000 
Maintenance foreign air navigation facili- 
CGD... snedeesesneses | 2, 500, 000)... .- 
Land ac quisition, additional Washington 
GOT Giy eadaduiles ed isedisdweneiedeweddes j----- i isieicicode : 1, 000, 000 
DR ieaisi 
ate 2 121, 537, 720) 119, 314, 334) 168, 851,023) 187,394, 709) 170, 902, 886 


Consolidated appropriations made to the Agency during years indicated 


Year: Amount Year: Amount 
PUNBG scat ccokan cbs $25, 110, 900 ae aaciana O40; GOOG) to0 
seach tare, ats ss caachere 103, 242, 637 | See _ 386, 040, 478 
Peo kena 227, 702, 407 Be oa. eo eos 59, 372, 832 


Flick einnnasenad 314, 865, 225 


Mr. Nyrop. With your permission, I would like to turn to the chart. 
This is a comparison of postage receipts with the cost of mail service 
to the Post Office Department for all domestic carriers for a 13-year 
period ending June 30, 1950. 

I would first like to discuss the column on the right which is the 
average for the 13-year period. The bright red, of course, is the air- 
mail postage receipts as secured from the Post Office Department’s 
cost-ascertainment figures. The red checkered is the average for the 
13-year period of the transportation cost payments as authorized by 
the Civil Aeronautics Board. 

The gray is the allocated costs of the Post Office Department for 
those services which they perform in connection with the delivery of 
the mail. In other words, that shows that the difference between the 
dark line and the slanted gray line is $3.8 million per year. It is also 
interesting to know that in the years 1943, 1944, 1945, and 1946, those 
years in which the previous charts show that we had the greatest 
volume with regard to air mail, those are the years in which there was 
a substantial return to the Government. That is, the revenues of 
the Post Office Department exceeded the costs authorized for pay- 
ment to the carriers and the costs incident to the Post Office Depart- 
ment service. 

The CuarrMan. You are still talking about domestic carriers? 

























COMPARISON OF POSTAGE RECEIPTS WITH COST OF MAIL SERVICE TO THE POD. 


ALL DOMESTIC CARRIERS 
13 YEARS ENDED JUNE 30, 1950 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


CWO 


| 


mihiteiiateiemis 
DS 


SNS 
\N 


NY 


SS 


Air Mail Postage Receipts trom 

Cost Ascertainment Reports 
Transportation Payments os 
Authorized by CAB. 

Allocated PO.0. Service Costs from 


ZA Cost Ascertoinment Reports 


& 
Ee 
Z 


DOLLARS 
(MILLIONS) 
100 
90 
80 
70 
60 
50 
40 
30 
20 


Qe 


DD aT 


Ss SERS aoe 


So 





to 


1939 1940 1941 1942 1943 1944 1945 1946 1947 19486 1949 1950 AVERAGE 


Postoge Receipts ond POD. Service Costs for 1943 Represent the Average of 1942 ond 1944 


BRS Rat a ail 





RDN Chai Si SR ogo No at EY POO ENRON Oo NEE 





4s 
& 
% 


Fri teat Digs 


SMA Tai laees: 





Mr 
tives « 
plishe 
seem 
relati’ 
proce: 

Ho 
of the 
shifte 
pendi 
know] 
air ca 
and «¢ 
subsic 
over-s 

a1 
separ 
attain 
436, v 
of my 
to the 
of the 
partic 
in the 

Ne: 
prime 

It 


separ: 


D 


— 


Ne 
comm 

In 
to th 
Senat 

Th 


the le 
(TI 








——-—_- - 


PORege NeeEprs Gwe VE 8 eaeaIEUENee ae 





) 
4 
‘ 
$ 


RAIN eben i 14 





3 
4 
4 


se 


iii at aine 2h SE 


ME REAP COE ATES 


Pia iit 


ee fe 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 57 


Mr. Nyrop. Yes, sir. It is clear, therefore, that the basic objec- 
tives of the Civil Aeronautics Act have in substantial part been accom- 
plished, and the continuation of the same pattern of regulation would 
seem to be required to achieve similar results with respect to the 
relatively newer portions of the present industry which are still in the 
process of maturing. 

However, with the achievement of relative maturity by the balance 
of the industry, the focus of governmental regulation necessarily has 
shifted. This new focus, as represented by the four proposed bills 
pending before this committee, emphasizes the present desirability of 
knowledge concerning the amounts which are or should be paid to the 
air carriers as just compensation for their services in carrying the — 
and concerning the amounts which are or should be expended a 
subsidy for the further development in the national interest of our 
over-all air transportation system. 

It is the considered opinion of the Board that the objective of 
separation of compensatory mail pay from subsidy payments is best 
attainable under the provisions—with certain amendments—of 3. 
436, which will be discussed later in this presentation. In the course 
of my discussion I shall develop the basis for this opinion by references 
to the current planning of the Board, as well as by reference to some 
of the basic features of the other bills. I shall also set forth the 
particular amendments which the Board believes should be adopted 
in the text of S. 436. 

Next, Senator, I would like to discuss what we consider to be the 
prime objectives of the subsidy separation. 

It seems clear from the foregoing that the basic objectives of 
separation legislation should be the following: 

(a) To provide a lawful basis for determining the amounts of 
mail pay required to compensate air carriers fairly for carrying 
the mail. 

(6) ‘To provide a basis for determining the amounts, in addition 
to compensation for carrying the mail, which are necessary for 
the maintenance and continuing development of air transporta- 
tion to the extent and of the character required for the national 
defense, for the commerce of the United States and the postal 
service. 

(c) To provide information concerning the amounts of subsidy 
required by domestic and international air carriers. 

(d) To accomplish these objectives at the earliest practicable 
date. 

Next I should like to discuss the legislation pending before this 
committee. 

In the present session of the Congress, four separate bills relating 
to the problem of subsidy separation have been introduced in the 
Senate. 

The CuarrmMan. Six now; two new ones were introduced yesterday, 
5S. 1756 and S. 1757. We will transmit them to you and we will be 
glad for you to comment on the two new bills. One of them is pri- 
vately sponsored and the other one is the industry’s idea of the way 
the legislation should read. 

(The bills referred to are as follows:) 
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(S. 1756, 82d Cong., 1st sess.] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That subsection 401 (m) of the Civil Aeronautics 
Act of 1938, as amended, is hereby amended by adding the following: ‘Nothing 
in this Act shall be construed as requiring any air carrier to transport mail at a 
loss.”’ 

Sec. 2. Subsection 405 (g) of the Civil Aeronautics Act of 1938, as amended, 
is hereby amended by adding the following: ‘‘The foregoing provision shall not 
be construed as requiring the Postmaster General to tender mail to any air car- 
rier except where the transportation of such mail by such carrier is available at 
a rate determined by the Board in accordance with subsection 406 (a).”’ 

Sec. 3. (a) Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 
Act of 1938, as amended, are hereby amended to read as follows: 


“RatTeEs FOR TRANSPORTATION OF MAIL AND Supsipy FoR EssenTIAL AIRCRAFT 
OPERATION 


“AUTHORITY TO FIX COMPENSATORY RATES 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair and 
reasonable rates of compensation for the transportation of mail by aircraft, the 
facilities used and useful therefor, and the services connected therewith (includ- 
ing the transportation of mail by an air carrier by other means than aircraft 
whenever such transportation is incidental to the transportation of mail by air- 
craft or is made necessary by conditions of emergency arising from aircraft oper- 
ation), by each holder of a certificate authorizing the transportation of mail by 
aircraft, and to make such rates effective from such date, after the institution of 
the proceeding under this subsection, as it shall determine to be proper; to pre- 
scribe the method or methods, by aircraft-mile, pound-mile, weight, space, or 
any combination thereof, or otherwise, for ascertaining such rates of compensa- 
tion; and to fix different rates for different air carriers or classes of air carriers, 
or different classes of service, or on the basis of any other reasonable classifica- 
tion of carriers, services, routes and route segments, or any combination thereof. 
As soon as is practicable, however, all such rates shall be fixed and determined 
separately by route and shall be fixed and determined separately by route 
segment to the extent found feasible by the Board. The rates so determined 
and fixed shall be published by the Board and shall be paid by the Postmaster 
General from appropriations for the transportation of mail by aircraft. 

(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be equal to the reasonable and necessary cost to the air carrier of the mail 
transportation services rendered or to be rendered, including a fair return: Pro- 
vided, however, (1) That such rates shall differ from such cost in the event and to 
the degree that such difference may, in the opinion of the Board, be required to 
provide a mail rate consistent with an over-all rate structure (a) which will give 
rise to total revenuse sufficient to support the amount of service actually required 
by the Post Office Department for the carriage of the mails or (b) which, through 
its effect on the volume of traffic, will result in lower average costs to the carrier 
for such amount of service than would be possible with a mail rate equal to reason- 
able and necessary cost, including a fair return: And provided further, (2) That 
such rates shall not exceed the value of the mail service as determined by the 
Postmaster General, taking into consideration the service and cost characteristics 
of available substitute air or surface mail transportation, subject to the require- 
ments set forth below. For the purposes of this section, reasonable and necessary 
cost shall be defined to mean fully distributed cost to the carrier, under honest, 
economical, and efficient management, in the computation of which to each unit 
of mail traffic shall be allocated a portion of common costs equal to that allocated 
to each comparable unit of nonmail traffic. No rate made applicable to mail 
transportation on any route or route segment shall be less than is necessary to 
provide mail compensation sufficient to cover the costs which would be avoided 
were such mail transportation not offered. 

“In the event that the Postmaster General shall hold that any existing or 
proposed mail rate is in excess of the value of the service to the Post Office De- 
partment, he shall be required to prove (a) the availability of a substantially 
similar service at a lower rate or (b) the availability of a superior service at a rate 
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differential, if any, not sufficient, in his opinion, to offset its superiority or (c) 
the availability of an inferior service at a rate differential sufficient, in his opinion, 
to offset its inferiority. (The Postmaster General shall be the sole judge of whether 
alternative services are substantially similar and also of whether any rate differen- 
tial is or is not sufficient to offset any difference in service. Upon such proof, a 
proposed mail rate shall be deemed contrary to this subsection, and an existing 
mail rate shall become void subject to the requirements as to duration of effective 
period of rate and notice to carriers set forth below. The Postmaster General 
may by such proof bring about the nullification of any rate with respect to any 
route or route segment, regardless of the basis upon which such rate shall have 
been determined by the Board. 

“The rates determined and fixed under paragraph (1) of this subsection shall be 
effective for a period of at least one year and shall not be nullified or changed 
except upon at least three months’ notice to the carrier or carriers to which they 
are paid. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 


“RECOMMENDATIONS AS TO RATES 


““(bh) (1) Any petition for the fixing of rates under subsection (a) of this section 
shall state and support in detail the rates reeommended by the petitioner as being 
fair and reasonable. 

‘“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement of all 
service to be required of the air carrier and such other information in his possession 
as he deems, or as may be deemed by the Board, to be material to the inquiry. 

(3) The burden of proof in any proceeding under subsection (a) of this section 
which is initiated by petition shall be with the petitioner. 


“SURSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


“‘(c) (1) The Board is empowered, upon its own initiative, or upon the petition 
of the air carrier, to make, after notice and hearing, subsidy payments to a certif- 
icated air carrier in amounts determined by the Board to be essential (when 
taken together with all the other actual and potential revenues of the air carrier) 
to enable the air carrier under honest, economical, and efficient management to 
maintain and continue the development of air transportation to the extent and 
of the character and quality required for the national defense, the commerce of the 
United States, or the postal service. The Board is empowered to make subsidy 
payments for individual air carriers or classes of air carriers, or on the basis of any 
other reasonable classification of carriers, services, routes, and route segments, or 
any combination thereof, and to prescribe the method or methods of such pay- 
ments and duration of period for which applicable. The Board may make such 
subsidy payments effective from such date, after the institution of the proceeding 
under this subsection, as it shall determine to be proper. Payments under this 
subsection shall be made by the Board out of SUIps appropriated to the Board for 
such purpose, 

‘*(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy provi- 
sions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its operations under the 
standard established by this Act. The fact that an air carrier has been granted 
a certificate of public convenience and necessity authorizing it to offer certain 
services shall not be deemed conclusive of the issue as to whether such services 
are sufficiently required in the interest of the national defense, the commerce of 
the United States, or the postal service, to justify the amount of subsidy that 
would be required to keep such services in operation. 

““(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make tempo- 
rary subsidy payments pending the determination of final subsidy payments. 
Temporary subsidy payments so made shall not be considered final, and when 
final subsidy payments are determined, they shall cover any period with respect 
to which a temporary subsidy payment was made and shall supersede such tem- 
porary payment for such period.” 
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(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air transporta- 
tion occurring after March 31, 1952. 


{S. 1757, 82d Cong., 1st sess.] 
A BILL To provide for the separation of air mail subsidy, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That it is the purpose of this Act, which may be 
cited as the ‘‘Air Mail Subsidy Separation Act of 1951,” to provide for the separate 
identification of, and appropriation for, any subsidy that may be included in 
rates of compensation for domestic air mail service. 

Sec. 2. (a) Subsection (a) of section 406 of the Civil Aeronautics Act of 1938, 
as amended, is amended by striking out everything after the word ‘‘same’”’ in 
subparagraph (3) and inserting in lieu thereof a period and the following new 
sentence, ‘‘Except as otherwise provided in subsection (e) of this section, the rates 
so fixed and determined shall be paid by the Postmaster General from appro- 
priations for the transportation of mail by aircraft.” 

(b) Section 406 of the Civil Aeronautics Act of 1938, as amended, is amended 
by striking out subsection (e) thereof and inserting in lieu thereof a new subsection 
as follows: 

“SEPARATION OF SUBSIDY 


‘*(e) In fixing and determining fair and reasonable rates of compensation for 
the transportation of mail by aircraft, except in foreign air transportation, the 
Civil Aeronautics Board shall specify in each order the portion, if any, of such 
rates which constitutes subsidy determined by the Board pursuant to subsection 
(b) of this section to be necessary to enable such air carriers, under honest, eco- 
nomical, and efficient management, to maintain and continue the development 
of air transportation to the extent and of the character and quality required for 
the commerce of the United States, the postal service, and the national defense. 
Such portion shall be paid by the Postmaster General from appropriations made 
to the Board, and credited to the appropriations of the Post Office Department, 
for such purposes, and there is hereby authorized to be appropriated, out of any 
money in the Treasury not otherwise appropriated, the amounts necessary to 
provide for such payments.” 

Src. 3. Section 2 of this Act shall be effective on the first day of the twelfth 
calendar month after the month in which the Act is enacted. Prior to the effective 
date of section 2 the Board shall, after notice and hearing, revise mail rate orders 
in such cases as may be necessary to conform to the requirements and the method 
of payment prescribed by the amendments made by this Act, and all such revisions 
shall be made effective as of the effective date of section 2. Compensation for 
the transportation of mail for periods prior to the effective date of section 2 shall 
be fixed, determiried, and paid pursuant to law in effect before such date. 


We would be very glad, if you care to later on, to have you submit 
comments with respect to those two bills. 

Mr. Nyrop. Thank you, Senator. We will do that. 

The CuatrMan. The numbers are Senate bill 1756 and Senate 
bill 1757. They were introduced by me by request. 

Mr. Nyrop. 5. 436 and S. 1137 are basically the same as the bill 
which passed the House in the last days of the Eighty-first Congress— 
H. R. 9184. In brief, these two bills provide for a revision of section 
406 of the Civil Aeronautics Act, dividing the present authority to fix 
mail rates into two parts. 

The first part relates to the compensatory rate for the carriage of 
the mail, and the standard to be applied by the Board in fixing such 
rates is the cost to the carrier for performing the service. This in- 
cludes the capital cost representing a fair rate of return. Basically 
the standard prescribed in each is a cost standard. 

In both cases the rates are fixed by the Board and paid by the Post- 
master General from appropriations for the transportation of mail. 
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ly ’ In both bills no distinction is made as between domestic and inter- 
/ national air transportation. Both bills likewise ‘provide for subsidy 
for essential aircraft operation. In this regard, the essential difference 
between the two bills is that S. 436 provides that subsidy payments 
may be made to any certificated air carrier, whereas S. 1137 confines 
such subsidy authority to carriers certificated to carry the mail. 








of 4 Senate bill 535 represents a different approach to the problem and 
be >» concerns only the international field. In essence it not only provides 
ite ’ for the separation of the mail pay and the subsidy elements in two 
in + parts but 1t changes the basis upon which subsidy payments should be 
38 made to air carriers engaged in international air transportation. In 
in connection with the compensatory rate, the bill provides that it shall 
ew be the same as that paid for similar transportation to foreign air car- 
tes riers under treaty or other international agreement, which, of course, 
— would include the United Postal Union agreement. 
add This bill would base subsidy payments on three separate elements: 
on a construction-differential subsidy, an operating-differential subsidy, 
and a subsidy to meet governmental aid paid to foreign competitors. 
The Board is not in favor of this system for determining the subsidy, 
for > since we believe that any subsidy separation should be based on the 
he > same principles m the international field as for the domestic. 
= 4 The latest bill to be introduced is S. 1657. Under S. 1657 the basic 
00- > compensatory mail rate for trunk-line carriers domestically is set at 
“nt ’ 42 cents a ton-mile for the 3-year period after the bill becomes law. 
for ’ Regional or secondary carriers are to be paid at a rate half again as 
a } large, and local service carriers are to be paid at a rate twice the base 
“rr rate, or 84 cents a ton-mile. In foreign air transportation the mail 
ny ’ rate to be paid is an amount equal to 80 percent of the average postage 
to ’ revenue derived from the foreign transportation of mail by air. 
rth _ The initial period, during which the rate to be paid would be estab- 
i ) lished by legislation, is 3 years, after which the Board may modify 
ers » the rate, but only at 3-year intervals. In fixing such rate, the Board 
od ' is limited to one which will not exceed, in the case of domestic trans- 
~ j portation, the gross average passenger ton-mile revenue for the repre- 
all ) sentative period; and, in the case of foreign transportation, the 
{ average postage revenue per ton-mile derived by the Post Office 
it ' Department from such transportation. 


In S. 1657 a new approach is also used in determining the subsidy 
element. This approach was the subject of a careful and painstaking 
study made by Ernst & Ernst for this committee and provides for the 
payment of subsidy upon the basis of those communities which are 
served at a loss. It also contains provisions restricting the right of 
the Postmaster General to make payments to a foreign air carrier for 
the transportation of mail by aircraft in excess of the rate received 
by United States air carriers from foreign governments for carrying 
their mail. 

The Cuarrman. That provision is in the present law? 
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= Mr. Nyrop. That is right. Moreover, the bill revises section 

ey 407 (d) of the Civil Aeronautics Act by requiring the Board to pre- 

ily scribe procedures governing the maintenance of air carriers’ account 
’ records and memoranda so that they will show allocations of receipts 

ae and expenses with respect to each of the points served by them. 

‘il. The pending legislation has been described in broad outline, without 


attention to details. The legislation suggests five basic questions as 
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to the standards to be employed and the mechanics to be used in 
arriving at a fair separation. 

I would like to discuss the standards and the mechanics for effective 
separation next, Senator. First, the problem of fixing rates by 
statute. 

One of the considerations in the field of subsidy separation is the 
question whether the Congress itself should fix a specific rate as com- 
pensation to air carriers for carrying the mail. This issue is of impor- 
tance, since S. 1657 embodies provisions fixing certain rates and placing 
comparative ceilings on other rates. 

The alternative to fixing rates by statute is, of course, the orthodox 
procedure that was followed in the Civil Aeronautics Act of 1938, 
with the Congress establishing standards under which the rate would 
be set and the Civil Aeronautics Board being charged with the duty 
of applying such standards in individual cases. The machinery pro- 
viding for the establishment of mail rates includes the holding of 
hearings in which all interested parties would have ample opportunity 
to present facts bearing on the rate level and the various considerations 
entering into the fixing of rates. 

Under this practice a record is developed which facilitates court 
review of rates alleged by the carrier to be inadequate or unreasonable. 
It is likely that, upon court review of any such rate established by the 
Board, a reversal will be secured only upon the showing that the Board 
has acted arbitrarily or capriciously or that the record does not support 
the findings made by the Board. This latter possibility is somewhat 
remote, since all parties are afforded adequate opportunity to fully 
present evidence and argumept before the Board. 

The machinery established by the Congress in the Civil Aeronautics 
Act looks toward the establishment of fair and reasonable rates based 
upon factual material relevant to such rates, with full opportunity to 
all parties to present evidence and critically examine the evidence 
presented by others. 

The CrarrMan. The Board has been fixing the rates now since 
1938. Is that not true? 

Mr. Nyrop. Yes, sir; that is right. 

The CHarrMan. Can you tell us approximately the total amount 
of the claims that the Board has for back pay? 

Mr. Nyrop. Yes, sir, Senator; I have some figures here on that. 
In a recent statement furnished by the Board to the Congress, the 
statement indicates that the contingent liability that may be incurred 
under the present process or method of fixing rates is as follows. We 
will break it down into carrier groups. 

The domestic trunks, contingent liability is approximately $85,000,- 
000; local service, $3,883,000; territorial, $825,000; foreign and over- 
seas, $77,000,000; making a total of $167,717,000. - 
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Contingent liability as of May 14, 1951, calendar years 1947-50 


Trunk lines: 
Afperican........... 
EES IE 
I i oe ad oe ca aes 


Northwest_. 
Western__--_- 


OS ceca 

Local service carriers: 
All American - - --_-- 
Bonanza- - - 
Cer. o.oo aac 
ee 
Mid-West. a he 
Monarch- - -- 
Robinson ese 
Southern ee 
Lake Central_____-- 
UN So 
Helicopter-_-- - ------ 
Los Angeles - - 
Ozark “Seka See 
Frontier..........- _ 


a Sere 


$21, 122, 000 
731, 000 

27, 753, 000 
19, 294, 000 
2, 659, 000 
57, 000 

3, 694, 000 
1, 117, 000 
7, 800, 000 
1, 480, 000 


1, 574, 000 
167, 000 
80, 000 
86, 000 
47, 000 
21, 000 
680, 000 
485, 000 
18, 000 
22, 000 
51, 000 
126, 000 
126, 000 
400, 000 


$3, 883, 006 








Territorial: 
Caribbean___......- 
I ee 


International and overseas 
carriers: 
American : . 
American Overseas _ - 
NN a 
Chicago & Southern 
OS a 
National _ - 
Northwest 
PAA: 
Alaska 
Atlantic 
Latin American_- 
Pacific _ __ 
Panagra 
TWA 
Western____- 


he rae 


Grand total 


$129, 000 
696, 000 
825, 000 


249, 000 

11, 817, 000 
853, 000 

2, 683, 000 
22, 000 

, 298, 000 
, 519, 000 


~I-— 


i] 


927, 000 
9, 327, 000 
735, 000 
374, 000 
993, 000 
11, 431, 000 

1, 974, 000 


77, 302, 000 


— 
—_ 


bo Go 


. $167,717,000 
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The CuarrMan. The point that I want to emphasize is that the 
Board has been fixing the rate through all of these procedures you 
have here, yet the airline does not know how much it is going to be 
paid for carrying the mail. It claims one figure and the Board claims 
another. That dispute through hearings and the courts and all must 
run into a very large amount of money and at a great cost to the 
Board, to the Government through the Board, and to the airlines 
themselves. It must be a tremendous amount of money, and if the 
claims of the airlines are just, it would seem that they have been 
having funds, to which they had a right, withheld from them for years 
and years. 

It would seem that that would be a pretty severe indictment of the 
present method of establishing postal rates, would it not? 

Mr. Nyrop. Yes, Senator. It is true that with regard to mail 
payments for past periods, there are certain mail-rate cases now pend- 
ing before the Board for past compensation that have been pending 
for a considerable period of time. 

However, I think it must be pointed out in fairness to the Board 
and also to the air carriers, some of these petitions were instituted 
at a time in 1947 when certain of the air carriers were in financial 
difficulty, so to speak; and that at the present time, due to the upswing 
in transportation, air travel, there has been a substantial improvement 
in their financial picture. 

The Board is doing everything it can at the present time to expedite 
the settlement of those past mail-rate cases. I think we can make 
substantial progress in the future. 

The CHarrMan. I hope so. 

Mr. Nyrop. While the fixing of rates by statute seems to have the 
obvious attraction of providing a rate determination without the 
lengthy and time-consuming administrative procedures which are 
necessary under the Civil Aeronautics Act as it now stands, such ad- 
vantage appears to the Board to be outweighed by the necessary 
lack of detailed technical study, inadequate facilities, and the imprac- 
ticability of devoting the necessary time to the contested hearing 
process. 

It is for this reason that for the last 50 years legislative bodies have 
found it desirable to delegate regulatory functions to specialized 
agencies having a high degree of technical competence in the fields 
they regulate. 

The basic rate of 42 cents per ton-mile which would be established 
by the bill for the Big Four carriers, appears to the Board, on the basis 
of our present information, to approximate a fair and reasonable rate. 
It should be pointed out, however, that the Big Four rate case is 
still in the hearing process, and it is not possible for the Board to 
definitely determine the fairness of this rate until the process is 
complete. 

Here I should like to point out that the 42-cent per ton-mile estab- 
lished in S. 1657 in total terms of payments may actually run higher 
than 42 cents because of the 100-pound provision contained in S. 1657. 

The CHarrMan. I presume you are going to address yourself to 
that 100-pound minimum some place along the line? 

Mr. Nyrop. We do not deal with it specifically in this report, sir. 

The CHarrMaAn. I was anxious for you to do so, because it appeared 
to us as we studied the matter that certainly there ought to be a 
minimum where airlines are required to meet all the very technical 
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and necessary requirements of handling the mail, that they should 
have a minimum mail payment. 

Mr. Nyror. The chart on the following page shows that experience 
to date does not support the 150-percent and 200-percent rate dif- 
ferentials proposed in S. 1657 for carrier groups. The cost studies 
indicate that the costs of the several carriers follows a graduated 
pattern not practically susceptible to fixed percentage ratios. 

Now I should like to discuss that chart. This chart shows the 
relationship of the trunk carriers other than the Big Four and the 
local service carriers in terms of revenue ton-mile costs to the Big 
Four average. In other words, on the left side of the column where 
you have the term “Percentage, ”” 100 percent at the bottom of the 
column is actually the 42 cents established in S. 1657. The figure 150 
in the index is actually 63 cents. The figure 200, reading in terms of 
dollars, is the 84 cents. This shows, classifying Braniff, Capital, 
Chicago & Southern, Delta, National, Northwest, and Western in one 
group, and the costs of this group in relation to the Big Four in the 
period 1944, 1947, and again in 1950. They were placed in the 
63-cent rate. 

It would appear to us in the Board at the present time that they 
might be slightly overpaid. 

in addition, if you take the next grouping—Colonial, Continental, 
Inland, Mid-Continent and Northeast, and place them in the 84 
cent, you would find in certain periods there they would be underpaid 
and in other periods they would be overpaid. 

In regard to the local service carriers using 200 percent as the 84-cent 
figure, I find that in the year 1947, which may not be a typical vear, 
Senator, because that was the year they were getting started, you find 
that the compensation to them—— 

The CuarrMAn. Our survey was made on the basis of the year 1949. 

Mr. Nyrop. Yes, sir. 1947 was the first year they were actually 
in operation. If any of the rates fixed in the bill were to be so unreason- 
ably low as to be constitutionally confiscatory, the carrier would be 
forced to resort to the courts to challenge its validity. This would 
have a dual disadvantage for the Government as a whole. First, it 
would place the Court of Claims, or other court having jurisdiction, 
in the position of acting as a rate-making body without the benefit 
of the advice of the Civil Aeronautics Board. 

On the other hand, if the rates were to be too high or were to become 
excessive during the period covered by it, there would be no way in 
which to obtain a reduction except through amendatory legislation. 

Another disadvantage of rate fixing by statute—especially in the 
field of subsidy separation—is that the basic purpose of disclosure as 
to the amount of compensation and the amount of subsidy would tend 
to be defeated if the standards used are not related in some factual 
manner to the costs of the services rendered. The best method of 
arriving at a truly compensatory rate is through the hearing process in 
which all parties have an opportunity not only to be he ard but also 
by cross-examination to test the validity of facts and contentions of 
opposing parties. 

The CuarrMan. I didn’t quite catch what you had to say about the 
200 percent back there for the feeder lines. Is that too low or too high 
for the local lines? What did you say about that, or did you say 
anything? 
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Mr. Nyrop. This is actually the relationship 

The CHairMAN. Yes; but you went ahead and discussed several 
different groups of the secondary or regional lines, and you mentioned 
that some of them, the 63 cents, was too high and for some it would be 
too low. What did you say about the local lines, the feeder lines, or 
did you say anything? 

Mr. Nyrop. Senator, with regard to the local service carriers, as we 
understand S. 1657, the maximum payment that could be made to 
them for the transportation would be 84 cents per ton-mile. And 
then there would of course be the subsidy. This chart here shows 
that, based on the 84 cents per ton mile, actually the revenue costs 
per ton-mile for those carriers ran in the period 1947 substantially 
between $3.50 and $3.75 cost per ton-mile to perform the service. 

The CaoarrMAN. How much did they get paid for carrying passengers? 

Mr. Nyrrop. I do not have the total dollar revenue that the local 
service carriers received in 1947 for the carrying of passengers, but I 
would be glad to submit that. 

The CHarrMAN. It was approximately 50 cents a ton-mile for 
carrying passengers, maybe a little less than that. You say that the 
chart shows a mail cost of $3.50? 

Mr. Nyrrop. No; this is the air carrier revenue ton-mile cost. 

The CHairMan. Let us get this straight, now. Are you basing the 
postal pay on a cost-plus contract basis? Of course we are separating 
the subsidy from the postal compensatory payments. What we 
would like to know is: Are you getting them mixed up again, getting 
a little subsidy over in the postal pay when you say that the costs are 
$3.50 a ton-mile for carrying the mail, and when you know that the 
costs for carrying passengers is about 50 cents a ton-mile? 

Mr. Barn. Sir, may I correct that. This 300 was the percent, 
not the dollars. $3.50 on the chart. 

The CuarrMan. You mean three times the 

Mr. Bain. That is right, Senator. Actually what it would mean 
would be that with respect to the local service carriers, in 1950, for 
example, instead of being compensated on the basis of what their 
costs were of around 280 percent of the base rate, 200 percent would be 
the limitation. 

The CHatrmMan. I understand now. I thank you very much. 
That clears it all up for me. 

Mr. Nyror. Next I should like to speak about rates for specified 
periods. Although stability of rates is universally accepted as highly 
desirable, experience in the airline industry has indicated up to the 
present time that sharp fluctuations in costs have occurred within 
relatively short periods of time. The reasonableness of the rates 
basically depends upon their relationship to costs, and changes in 
costs are not governed by any fixed periods of time. A given rate 
may become excessive when costs are reduced, resulting in overcharges 
to the users of the service; or conversely it may become too low, even 
to the point of being confiscatory as the result of rising costs. 

Costs in the airline industry are particularly subject to wide 
fluctuations over relatively short periods of time, as demonstrated by 
the facing charts A and B. 

The first chart here, Senator, is an index chart which shows a cost 
per ton-mile of the Big Four trunk-line carriers for the period 1938 
through 1950, and it shows a substantial variation in the cost per 
ton-mile, even fluctuations as between years. 
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You will note that there is a leveling out in the cost per ton-mile 
in that same period from 1942 to 1945, in which we had a substantial 
increase in the volume of air mail. 

You find that the cost per ton-mile goes up to 1948, and it started 
down again. 

The Cuatrman. That chart is based on the cost-plus theory, the 
need of the airline, is it not? Therefore, it shows that air-carrier costs 
have gone up. But I thought we were trying to get away from that. 
I thought we were trying to put this carriage of mail on a businesslike 
basis and not subject to every little fluctuation that might happen. 
I thought we were abandoning the cost-plus and going to have fixed 
rates so that the airline itself and the Government and Post Office 
Department and the committees of Congress would know how much 
the service was going to cost. 

That is, I was in hopes that that would be the result of this study. 
When it comes to the subsidy, of course the CAB should and must have 
complete freedom of action, subject to the appropriations of Congress 
providing the money. But when it comes to paying for the carriage 
of mail, it does seem to me that we ought to be able to arrive at a fixed 
figure, especially when all of the airlines carry passengers at a fixed 
figure. 

They do not change their rates on the carriage of passengers every 
half hour, or whether they have good business or bad. They have a 
fixed rate for carrying passengers. 

It would seem to me that it would not be difficult or an onerous 
hardship imposed on them if we had some fixed fees for carrying the 
mail. How many times has the passenger fare been changed? I do 
not suppose you have that figure but I would like to have that record 
since 1948. 

Mr. Barn. We have a chart that will show that to you. We will 
come to it a little later in the text, if you like. 

The CuarrmMan. That is splendid. 

Mr. Nyrop. This is attributable, we believe, to three factors: 
(a) The rapid technological changes in aviation, together with the 
unpredictable timing of the impact of particular developments, are a 
major factor in this instability; (b) the impact of changes in traffic 
volume, oftentimes caused by unforeseeable changes in national 
economic activity, has a significant influence on the levels of cost; 
(c) changes in general economic conditions and levels of prices and 
wages are additional factors which have a marked effect on operating 
costs, and must be given recognition in rate adjustments when they 
occur. 

The relatively small profit margin above cost resulting from the 
high ratio of operating cost to investment peculiar to this industry 
provides little protection against the sharp fluctuations in cost shown 
by the cost charts. 


RANGE BETWEEN HIGH AND LOW AVERAGE REVENUE TON-MILE COSTS 
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Chart C demonstrates the difficulties of an attempt to fix rates on 

a 3-year basis. Beginning with 1939 there were sharp changes during 
each interval of 3 years for which base rates would be inflexible under 

. 1657. For example, during the 3 years 1945 to 1947, there was a 
Gena of 12 cents per ton-mile, or about 30 percent of the base 
rate in S. 1657 between the average minimum and maximum cost for 
the Big Four carriers. 

The CuarrMAN. Was there variation in the charges for carrying 
passengers in those intervals? 

Mr. Nyrop. Senator, I believe there was, and we will come to that 
chart here in a few minutes. It is over a little further in the text here. 

The CuarrMan. While we are on that subject, what percentage of 
the tonnage of the airlines consists of mail and what percentage 
transportation of passengers? Is it not about 90-10? 

Mr. Bary. That is about right, Senator. 

The CHatrMan. About 90 percent is the carriage of persons and 
10 percent the mail? 

Mr. Nyrop. Yes, sir, thatisright. The range for all other domestic 
trunk lines was as much as 14 cents during 1939-41; and for the local 
service, or feeder carriers, the range was 37 cents during 1947-49. 
The range for individual carriers would, of course, be substantially 
greater than these group averages. 

Assuming that the base rate of 42 cents, as proposed in 5. 1657, 
correctly re oflects the cost as of July 1, 1952, the Big Four experience 
shows that within any subsequent period of time such cost may 
represent an underestimate or overestimate by a substantial margin. 

The CHarrMAN. What would you say would represent an over- 
estimate? How low might this figure go in your opinion? 

Mr. Nyrop. Here it “entirely depends on the actual volume of 
mail carried by the carriers. If the volume is substantially increased 
in the next few years as it did during that period 1942-45, I believe 
there would be a reduction in the just compensation on a ton-mile 
basis that should be paid to the air carriers, maybe below the rate 
specified in S. 1657. 

The CHarrMAN. How many cents would you say? What would 
be the very lowest figure that you could imagine would be paid? 
Thirty cents? 

Mr. Nyrop. If the Post Office Department could maybe place 
all first-class mail in the air mail category and transmit it by air 
especially over long distances, maybe this figure would drop to 36, 
38 cents, something like that, sir, per ton-mile. 

The CuarrMan. And if they did not send all first-class mail, by 
air, how low would it drop? 

Mr. Nyrop. With a gradual increase in volume in those charts 
which we discussed earlier, it might drop 2 or 3 or 4 cents. 

The CuarrMan. It might drop 2 or 3 or 4 cents from 42 cents? 

Mr. Nyrop. Yes, sir. It depends on the volume. 

The CyuarrmMan. That, of course, is the difficulty that the air line 
faces by not knowing what to look forward to and how to plan their 
operation. Would you say at the same time that the passenger 
fare might fluctuate in about the same amount? Or would just the 
10 percent fluctuate and the 90 percent not fluctuate? 
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Mr. Nyrop. Well, historically I believe that passenger fare struc- 
tures fluctuate probably less than changes in cost with regard to all 
types of transportation in the United States, and that there i is a lag. 
I would assume that the air line managements would from time to 
time make adjustments in their passenger rate structures and ulti- 
mately catch the cost rise or the decline in cost, whichever the case 
may be. 

The CuarrMan. But you would not expect passenger fares to 
luctuate very much, would you? 

Mr. Nyrop. Not too much, no, sir. 

To the extent that the actual cost proves to be substantially less 
than the fixed base rate, the Government will be required to make 
excessive mail payments. To the extent that the actual cost is, in 
fact, higher than provided in the proposed legislation, so that the 
base rate does not cover such costs and permit a fair pro‘it margin, 
an unconstitutional confiscation of air carrier property will result. 

In the event that the fixed base rate should be confiscatory, a 
remedy exists for the injured party by way of application to an anpro- 
priate court. That remedy, however, would result in transferring 
the rate-making process in this highly technical field into an inanpro- 
priate forum not intended by the Congress for the resolution of such 
problems. 

In the event that the base rate should be excessive and therefore 
impose an undue financial burden upon the Government, no remedy 
exists to alleviate this public injury during the period fixed by the 
statute for the effectiveness of the rate. 

Next I should like to discuss the classification of carriers. 

The CHarrmMan. Just a minute before you leave this point. Of 
course there is a great variation in airlines, and in the service they 
render in carrying the mail and the amount of nail hauled, and a 
great many other variations, but the Board now says that they want 
to establish these rates. I wish that you had the trre to tell us how 
the Board would go about doing it. You are asking that the Board 
be given the opportunity. 

Please remember that the Board is going to establish, under S. 1657, 
the subsidies to take care of variations in cost operation. I would 
like to have you tell we how the Board is going to develop rates 
for all these airlines. Are you going to take them one at a time? 
Are you going to have segme nts and the rate of pay on one segment 
will be more than another? How would you go about it? 

Mr. Nyrop. Senator, first I would like to say that we cover that 
later in the statement. 

The CHarrMan. That is fine. I am just anxious to find out how 
you are going to do this. 

Mr. Nyrop. As I indicated earlier, the Board believes that carriers 
should be classified within groups to the greatest feasible extent for 
mail rate purposes. However, as the committee knows, there is a 
wide disparity of inherent unit cost characteristics between routes 
operated by the various carriers. Therefore, in order for mail rate 
determinations to be equitable the Board should be free to classify 
the various carriers into as many categories as may be called for by the 
facts pertaining to such carrier or carriers. 
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In addition, the Board believes that there should not be a prescribed 
relationship of the rates to be applied to the several classes in view of 
the fact, as demonstrated by the facing chart, that the cost character- 
istics of an entire group of carriers are not constant in relation to those 
of another group. In addition, the relative cost characteristics of 
individual carriers are subject to change as a result of new route certifi- 
cations either to the carrier itself, or to its competitors; mergers, 
acquisitions, or interchange operations; eliminations of service to 
individual points; and changes in economic activity in the areas 
served. 

I would now like to discuss the standards for service and subsidy 
rates. As indicated earlier, the Board believes that the basic standard 
for fixing a service rate should be one which will provide reasonable 
compensation to the carrier—that is, it should be based on the cost of 
carrying the mail which includes a fair return on investment. 

For the first time since the passage of the Civil Aeronautics Act, the 
Board’s staff in the Big Four mail rate proceeding has developed a 
comprehensive and fully integrated determination of the cost of the 
mail service for this group of carriers. The public hearing in the Big 
Four mail rate proceeding commenced June 18, 1951. 

The Board will not pass upon the issues of this case until the close 
of the record and the completion of all the procedural steps. The 
Big Four carriers have raised substantial objections to certain of the 
cost principles employed by the Board’s staff. The Board decision 
will resolve the controversial issues and establish a compensatory rate 
for the Big Four carriers who transport 80 percent of the mail volume. 

The basic principles which have been formulated by the staff in the 
attempt to arrive at a fair and equitable costing of the mail for the 
Big Four carriers are as follows: 

(a) A Nation-wide air mail service to large and small communities 
can most economically be rendered in combination with regular 
passenger service. The proposed service mail rate accordingly is 
based primarily on such regular combination service rather than coach 
or all cargo service which can presently be sustained only between 
large communities on relatively long hops. 

(b) This regular combination service exists for the primary benefit 
of passenger and mail traffic. Freight and express carried on such 
planes are accorded a second-class service and are subject to off- 
loading by mail, passengers, and passenger baggage which are given 
priority. Accordingly, freight and express are costed on a byproduct 
basis. 

The Cuarrman. The hearing will be in temporary recess while a 
vote is taken. 

(A short recess was taken.) 

The CuarrMan. The hearing will please come to order. 

Mr. Nyrop. (c) The costs were grouped into major functions and 
allocated to each class of traffic in appropriate physical or monetary 
units. Costs relating to the operation of aircraft were distributed 
between the two primary products, mail and passengers, after elimi- 
nating cost equal to the net revenues attributed to the byproduct 
traffic, express and freight. General overhead costs were also allo- 
cated between the two primary products while all remaining costs 


were distributed among all classes of traffic, including express and 
freight. 
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(d) No advertising costs should be attributed to mail service since 
the Post Office, the actual seller of such service to the public, has not 
been given appropriations for air-mail advertising by Congress. 

(e) The priority of the mail service and other special characteristics 
of the mail are too intangible to measure. Allowance was made for 
them by allocating that portion of the aircraft operating expense, or 
capacity cost attributed to the unused space on regular combination 
flights, on the basis of mail and passenger ton-miles weighted by the 
respective daily ton-mile fluctuations of each traffic. No adjustment 
was made for the proportionately greater space requirements of 
passengers over equivalent tonnages of mail. The costs attributed to 
the unused space were reduced by net byproduct revenues. 

(f) The costs used were adjusted to standardized accounting treat- 
ments to the extent possible and to eliminate the costs of operation 
found to be uneconomic and inefficient. The total cost of each 
functional service was used including operating expense and allocated 
capital costs with 10-percent return before taxes on recognized invest- 
ment. 

It is the Board’s opinion that the determination of the compensa- 
tory mail rate on a cost basis will in the long run be more satisfactory 
than an attempt to tie this rate in any way to passenger revenues. 

From a national policy point of view adjustment of passenger fares 
should not parallel short-run economic changes. Consequently, there 
is an inherent time lag in adjusting passenger rates to economic con- 
ditions which should not be present in establishing compensatory 
mail rates. 

The following charts on the next page portray the constant chang- 
ing characteristics of air carrier cost levels and demonstrate that, 
although there has been historically a direct correlation between cost 
of operations and passenger rate levels, there has also been an approxi- 
mate lag of 1 year between adjustments in cost and adjustments in 
rates. 

This experience points to the desirability of leaving to the adminis- 
trative agency a flexibility to adjust compensatory rates as may be 
necessitated by changing conditions. 

The CHarrMan. Would you exercise that every month or every 15 
days, or how often would you think that the flexibility you suggest 
should be exercised? 

Mr. Nyrop. Senator, I believe that an administrative body in 
fixing the mail rates should try and cut through the extremes, possibly 
maybe in certain instances with regard to certain classes of carriers. 
You might be able to establish that rate on a 2- to 3-year basis. On 
other carriers it might be only 12 to 18 months. In some cases | 
would certainly hope in the future it could last longer than a 3-year 
period. 

The CuatrMan. Do you know how often the ICC have changed 
their rates on rail carriage of mail? 

Mr. Nyrop. Senator, I do not; no, sir. 

The CuarrMan. Do you think that if they could establish a rate 
for the carriage of 95 percent of the mail, that you ought to be able to 
establish it for the carriage of 5 percent? 

Mr. Nyrop. I think that is right; yes, sir. 
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It is also apparent that average passenger revenues cannot be a fully 
satisfactory base for determining compensatory mail rates because 
the very presence of subsidy carriers indicates that passenger revenues 
are failing to meet costs. For example, chart B indicates that domes- 
tic trunk-line carriers other than the Big Four have consistently failed 
to meet their costs from passenger revenue. Moreover, chart C indi- 
cates that the Big Four operated for a substantial period of time 
during which passenger revenues failed to cover costs. Under these 
circumstances it would seem unwise to establish compensatory mail 
rates on a basis other than the cost of the mail service. 

The Cuarrman. I would like to have you tell us just exactly how 
you would establish a compensatory mail rate. I do not know how 
you are going to go about doing it. 

Mr. Nyrop. Later on, Senator, we will come to that. 

Should additional accounting requirements be prescribed? 

Two of the proposed bills, S. 436 and S. 1657, require the Board to 
prescribe specific accounting requirements to which the entire industry 
would have to conform. Section 407 of the Civil Aeronautics Act 
as it presently exists vests in the Board full power to prescribe the 
forms of both accounts and reports in whatever way may be necessary 
to accomplish the objectives of the various proposed amendments to 
the mail-pay provisions of the act. 

It would seem, therefore, that an additional statutory provision 
requiring the making of changes in the accounting and reporting sys- 
tems would make it impossible for the Board to exercise the maximum 
degree of judgment in adapting accounting requirements to me¢t 
changing needs. 

The Senate bili 436 provides for notice and hearing before the Civil 
Aeronautics Board could establish the accounting standards referred 
to in the bill. The prescription of accounting and reporting require- 
ments is already adequately safeguarded by the provisions of the 
Administrative Procedure Act and the Federal Reports Act. This 
change, therefore, is not necessary. 

The Senate bill 1657 requires that the Board develop and prescribe 
an accounting system for the accumulation of receipts and expendi- 
tures for each of the various types of services for every point served by 
each air carrier. This would have the effect of forcing the Board to 
adopt an accounting system which would impose a heavy burden upon 
the industry and the Board. In an attempt to reallocate the system 
allocations by types of service to individual stations, a requirement 
would be established which would result in providing hundreds of 
profit-and-loss statements if each type of service performed for every 
station served by the carrier throughout its entire system were in- 
cluded. 

For example, the separation in the carrier accounts of revenues and 
costs by types of services performed on combination aircraft would 
itself be a tremendous burden and one which has not been accom- 
plished in other forms of regulated transportation. 

A second foreseeable difficulty is that a number of carriers no 
longer require subsidy support. Therefore, a modification of the ac- 
counting system to provide detailed profit-and-loss statements by 
stations would impose an unreasonable burden on these carriers. 

The Cuarrman. Yes, but the bill does not require any airline not 
receiving subsidy to make any such report. It is only the subsidized 
carriers that would be required to make a report station by station. 
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Mr. Nyrop. That is right. 

The CuHarrMAN. I am just wondering what you are going to do 
when you go before the Appropriations Committees of Congress and 
you tell them that you want $25 million or $30 million or $50 million 
for subsidies on the airlines. I think that you are going to see a lot 
of hands up in the air. I think they are going to pin you down pretty 
well and ask you who is going to be paid this subsidy, what it is going 
to be paid for, and the amounts that are going to be paid to each 
airline. 

You are very fortunate in having on your Board an ex-member of 
the Senate Appropriations Committee. I am sure that he can visu- 
alize what will happen when you walk into the Appropriations Com- 
mittee and say you want $25 million for subsidies, and how you are 
going to justify that $25 million is very much beyond me, unless you 
do have some basis for paying the subsidy. 

I would say that this is the major reason for this community ap- 
proach. It is to give the Civil Aeronautics Board some kind of a 
basis for justifying what they are asking for when they come before 
the committees of Congress. If the Appropr iations Committees say, 
“We cannot give you that much subsidy, we can only give you half 
of $25 million,” then you will say to them, “Well, if that is the case, 
we will have to cut off some of the airline ser vice,” and that makes 
different matter out of it altogether. 

That is a very great advantage in having the community approach. 

I don’t agree that very much extra accounting either by the air- 
lines or by CAB will be necessary. I think that any good airline 
that is operating efficiently must know whether the community is 
contributing more than it is costing that airline or not. I think it is 
their business to know and that they should know and that they do 
know, and that they would have no difficulty at all in revising their 
accounting system so that they could show almost to the dollar what 
the stations were costing them. 

Then another great advantage in the community approach, that 
in any case of merger of more than one line, or where service needs 
to be curtailed or where service needed to be expanded, you would 
have something to go on. 

This committee is going to start in as soon as we can and prepare 
a map for the Appropriations Committees based on this community 
survey. It will show the Appropriations Committees of Congress 
just what the communities are costing in subsidy payments. | 
think it is going to be so startling and so conclusive and so obvious 
that the Appropriations Committees probably will require the CAB, 
whether the law does or not, in justifying the subsidy amounts that 
they are calling for, to make some such presentation to them. 

This community approach was put in there for the protection of 
the airline industry and for the protection of the Board and for a 
better understanding on the part of the committees of C ongress, the 
CAB itself, and everyone else concerned with the operation of air- 
lines, to have a clear picture of just what was happening. 

It is not devised as some cruel method of torture. It is devised 
to be of help, to be constructive, and to form the basis for working 
out many of the difficulties that the CAB will face when they have 
to work out the problem of allocating subsidy. 
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You talk about the allocation of mail pay as if that is a problem, 
but wait until you undertake the allocation of subsidy and the identi- 
fication of its elements; then you will have something to contend 
with. You will have a job before you that will call upon you for 
every talent and every bit of ability that you have. 

Alter you determine that and after you determine the amounts of 
subsidy, then your job has only started. After that you will have to 
go to the committees of Congress and justify the amounts that you 
have determined. 

But there is no use crossing a lot of bridges before you get to them, 
if we extend to you a helping hand and you say we don’t want your 
help, that is one thing. 

Mr. Nyrop. Senator, I should like to point out that further on 
the Board fully supports the principle that there should be a tabulation 
of those cities which in fact are the cities which may cause the require- 
ment for separation. 

I would like to proceed with that. That does tie in with the specific 
objective of 5S. 1657 and this provision of that bill. 

The CuairMan. I am glad of that. I perhaps should wait until 
you complete your presentation to make any speeches about your 
presentation, but I could not resist making these comments as we 
go along, because I was very much afraid that you were getting the 
wrong slant altogether on the policy that is laid down in S. 1657. 

For instance, I can show you certain facts from our community 
survey about certain cities of the United States. I can show cities 
in Colorado where as many as three airlines are serving one com- 
munity and each one of those airlines is receiving a subsidy for serving 
that community. That would indicate to me—it might not indicate 


to the Appropriations Committees, but knowing the Appropriations 
Committees as well as I do, I feel that when they see that sort of thing, 


9)) 


they will say ““What is the reason for this? 

I think you will have great difficulty in getting subsidy appropria- 
tions for such conditions as I mentioned. 

I won’t interrupt you any more. You are presenting a& very 
thoughtful paper on this whole problem. This committee is more 
than happy to have it. This committee is-not frozen in any of its 
thinking. We want to do the best job that we can for everyone con- 
cerned. So we are glad to have your views. I won’t interrupt you 
any more. 

Mr. Nyrop. On the other hand, failure to establish a uniform sys- 
tem which would apply to the entire industry would create compli- 
cations because carriers will in the future tend to shift from nonsubsidy 
status to subsidy status and vice versa. 

The second point I should like to discuss is subsidy. 

The Board is appreciative of the fact that S. 1657 is directed toward 
delineating geographically those points in the country that are receiv- 
ing the benefits of the bulk of subsidy payments to United States air 
carriers. It is, of course, true that when we speak in terms of subsidy 
to carriers, the issue is confused because the actual recipients of subsidy 
are the customers of the air carriers. Historically, the stock held in 
airline companies has not been known for high or regular dividends. 
What the Senate bill is designed to do is to bring it home to the various 
cities in the country that the United States Government is making it 
possible for them to have air transportation services which would not 
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be economically feasible without governmental help. The Board is 
certainly in sympathy with this idea. 

It seems to us, however, that this same purpose may be accomplished 
without imposing a burdensome accounting problem upon the airline 
industry and the Board. The Board believes that it can make an 
appropriate approximation on an annual basis of the portions of sub- 
sidy pay benefiting particular cities on a carrier’s route. In order to 
do this, only a slight change would be required in the reports filed by 
the carriers. 

The Board believes that service provided to a community may not 
be the only factor creating the need for airline subsidy. For ex: mple, 
if it should be in the national interest to transform the tvpe of aircraft 
from conventional to jet transport, it is hardly conceivable that this 
additional cost should be represented as a charge against the loss 
station or transform a profit station into a loss station. 

These communities could, of course, obtain satisfactory service 
with conventional-type. aircraft. However, it might well be in the 
national interest for the airlines to place into use the latest-type air- 
craft in order to maintain the leadership of the United States in the 
aviation field and to fully realize the potential of the airline industry 
as an important part of the national defense assets. 

Knowledge of profit-and-loss stations on an airline’s system is of 
value in the analysis and economic improvement of air-carrier route 
systems provided it is modified so as not to obscure the net financial 
contribution of a particular station to the airline system. It is gener- 
ally conceded that particularly with respect to the transportation 
industry a community cannot be regarded as an entity, and for that 
reason it is not entirely sound to label a single community as a profit- 
or-loss station. 

It may be of greater importance for a large so-called profit station 
to have access to the small community than it is for the so-called loss 
station to have access to a profit station, since the profit that a larger 
station may make is to a large extent dependent upon the number of 
stations with which it has contact. 

It should also be recognized that direct participation in the process 
of subsidy determination by cities and other parties interested in the 
services performed by the carriers would undoubtedly prolong and 
complicate the proceedings which should, in the public interest, be 
expedited. 

Now, Senator, I would like to turm to the Board’s program. It 
goes without saying that the Board will do its utmost to carry out the 
subsidy separation contemplated by the Congress, using the mechanics 
and principles stipulated by the Congress. The sole objective of the 
Board in making this presentation has been to indicate what it con- 
siders the most feasible and practical way of arriving at a goal desired 
by the Congress and the Board alike. In this connection, it may be 
useful to the committee to know the Board’s s present thinking and its 
accomplishments to date in connection with subsidy separation. 

It is the thinking of the Board, as previously noted, that compensa- 
tory rates should be based upon the cost of carrying the mail which 
includes a fair return on investment. 

It should be noted, however, that if subsidy separation is to be 
effected as of July 1, 1952, as proposed in Senate bill, S. 1657, it will 
be necessary to establish many of the final rates on a retroactive basis. 





98 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Here, Senator, that is placed in there because it is our feeling that 
it will not be possible with the staff and facilities we have to meet 
that July 1 date exactly. 

The limitations of the Board’s staff, from a practical standpoint, 
preclude the separation and establishment of final rates for all carriers 
before July 1, 1952. It will undoubtedly be true, however, that some 
of the carriers could be placed on a final rate by that time and that 
will be the objective of the Board to place as many air carriers as 
possible on a final rate as soon as possible irrespective of any legisia- 
tion that may be passed by this Congress. 

The number of such carriers depends largely upon the date that the 
Big Four Mail Rate case is finally decided by the Board. The com- 
pletion of this case will enable the Board to assign additional staff 
to arrive at a separation for other carriers. 

Despite the inability of the Board to effect separation on July 1, 
1952, the Board would propose, for budgetary purposes, to supply the 
Congress with estimates of the amount of the subsidy payment re- 
quired by each carrier. 

It is also the point of view of the Board that all subsidy payments 
ordered by the Board should be paid out of sums appropriated to the 
Board for such purposes, and it should be the responsibility of the 
Board to request and justify such appropriations. However, it would 
seem desirable to leave sufficient latitude to permit disbursements to 
be made either by the Board or the Postmaster General. 

This suggestion stems largely from the fact that the Postmaster 
General is currently organized and staffed to make such disbursements 
and that for the Board to set up the necessary organizational unit to 
make the subsidy payments would in effect result in substantial dupli- 
cation of effort. If, however, the Congress prefers the Board to make 
such payments, it can be accomplished, although it would undoubtedly 
require substantial additional staff. 

Now I would like to review the accomplishment to date. To date 
the major effort by the Board in endeavoring to establish the prin- 
ciples and standards which should govern separation of the compensa- 
tory mail payment from total mail payments to the carriers has been 
made in connection with the Big Four Mail Rate proceeding previously 
mentioned. 

It is the Board’s proposal, if it is consistent with such legislation as 
the Congress may enact, to proceed to apply the basic principles result- 
ing from the Big Four Mail Rate case to the other domestic and to the 
international carriers. 

The studies of the Board to date indicate that the cost of carrying 
the mail of the several carriers varies basically in relation to the 
density and volume of traffic. The cost-volume relationship is set 
forth in the facing chart. I should like to discuss that chart for just 
a moment, Senator. 

This is a chart which shows the relationship of the domestic air 
carrier costs per revenue ton-mile to revenue ton-miles performed, 
and it is for the calendar year 1950. 

Along the lower part of the chart you will notice that the scale 
there reads in terms of revenue ton-miles performed. The index on 
the left-hand side is in terms of cents. You will notice that as the 
volume of ton-mile of service performed reaches or approaches 
20,000,000 per year, then the cost level substantially levels out for all 
carriers. 
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In other words, those carriers that are performing services of from 
zero to 20,000,000 revenue ton-miles per year have a substantial 
amount of fixed costs, which causes their costs per ton-mile to be sub- 
stantially higher than those air carriers when they once pass the 
20,000,000 revenue ton-miles per year. The small letters on there 
are the indices of the air carriers and where they fall in, Senator. 

In dealing with the other domestic and international carriers the 
staff would use as the starting point the industry cost curve. 

The basic principles which would be derived from the Big Four 
Mail Rate case will as shown above be applied to this cost curve and 
tested to determine their validity in each separate application. This 
testing process would involve analysis and study by the Board’s 
staff and would in addition be subject to the hearing process. The 
rate of progress in achieving effective separation will depend largely 
upon the degree of acceptance by the industry as a whole of the cost 
principles to be enunciated in the Big Four decision. 

The Board is unable to determine that there is a sound relationship 
between the revenues obtained for the carriage of international air 
mail and the cost of carrying such mail. It is the Board’s opinion 
that compensatory rates in the international field should be based 
upon the same principles applied to domestic airlines modified as may 
be necessary to compensate for the peculiarities in international 
operations. 

The Board believes that it would be advisable to delay separation 
in the international field until after substantial progress has been made 
in the domestic field in order to permit maximum staff effort toward 
completion of the domestic program and to make available for appli- 
cation in the international field the benefit of the experience gained 
in applying these principles to the domestic carriers. 

Now, I should like to discuss the specific legislative recommenda- 
tion. On the basis of the considerations I have disc ussed, the Board 
believes that the most suitable legislation introduced in this session 
of the Congress is S. 436. This bill with certain amendments, which 
the Board believes to be highly desirable, provides a standard for the 
separation of mail compensation from subsidy which we believe will 
prove fully adequate and fair to the carriers and to the Government. 
As appendix A of this statement, I have set forth the specific amend- 
ments to the bill which the Board recommends. I should like, how- 
ever, to discuss them briefiy at this time. 

Under section 306 (a) of S. 436 the formula for determining com- 
pensatory rates provides that such rates in no event shall exceed the 
reasonable and necessary cost to the air carrier of the mail-transporta- 
tion services rendered or to be rendered, including a fair return. It 
appears to the Board that this formula could be more accurately 
expressed if it were to provide that the rates shall be based on the 
experienced and projected costs fairly assigned and apportioned to 
air-transportation services, which include a fair return on that portion 
of the total investment which is used and useful in the mail service. 

In connection with the subsidy provisions of S. 436 the bill provides 
that any certificated air carrier is eligible to receive subsidy. 

This changes the existing law which provides for subsidy only in 
the case of carriers certificated to transport the mail. The Board 
has given careful consideration to the broadening effect which this 
amendment would have. As a result of such consideration we 
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believe that it would change the character and purpose of this separa- 
tion legislation by fundamentally altering the subsidy provisions 
themselves. 

We further believe that any carrier receiving a subsidy should be 
required to perform mail service for the Government. In this con- 
nection it should be noted that on an overall basis the total govern- 
mental expenditure would be the same since the amount “of the 
subsidy would be reduced by amount of the compensatory mail pay. 
If this bill is restricted in the way we recommend to carriers cer- 
tificated to carry the mail, such a restriction would not foreclose any 
carrier from the possibility of receiving a subsidy, since in any case 
where the Board considered a subsidy to be merite id, it could through 
the process of certificate amendment enlarge the authority of the 
carrier to carry mail. 

I have previously indicated that, for efficiency of administration, 
sufficient flexibility should be incorporated in any bill to permit dis- 
bursement of subsidy sums by either the Board or the Postmaster 
General, with the Board having the sole responsibility, however, for 
justify: ing the amount required for subsidy in its own appropriation. 
5S. 436 at the present time provides that payments shall be made by 
the Board. It is our understanding, however, that despite this pro- 
vision the legislation would be sufficiently flexible to permit either 
the Postmaster General or the Board to make such disbursement. 
If, however, the committee does not believe that this point is suffi- 
ciently clear, it is the Board’s recommendation that the legislation 
be clarified by the elimination of the requirement that it be disbursed 
by the Board. 

In accordance with our previous discussion of the statutory alloca- 
tion of air-carrier receipts and expenditures and the requirement that 
the Board prescribe detailed accounting procedures, the Board believes 
that this material should be deleted and accordingly recommends the 
elimination of the entire section 3 of the bill. 

Section 4 of S. 436 requires the Board to make a detailed report to 
the Congress relative to mail payments and subsidy payments. The 
data required will necessarily be produced in testimony before the 
Appropriations Committees and the annual report of the Board 
would include this same information. Therefore, the Board believes 
that this would be unduly and unnecessarily repetitious, and accord- 
ingly recommends that section 4 of S. 436 be deleted. 

Section 5 (a) of S. 436 authorizes studies in connection with the 
provisions of the act, and the employment of outside organizations for 
that purpose. Since the Board already has this power it is recom- 
mended that this subsection be deleted. 

Inasmuch as S. 436 was introduced in January, certain provisions 
respecting the effective dates of the bill would not give the Board 
sufficient time to comply if this legislation were adopted with those 
dates. Accordingly, the Board recommends that the date of March 
31 be changed to June 30, and of April 1 to July 1, 1952. 

In addition to the foregoing it is our understanding that the Post- 
master General desires to request certain modifications in the provision 
relating to the methods for ascertaining rates of compensation for 
carriage of the mail, and that furthermore he is desirous of obtaining 
express statutory sanction authorizing him to request the Board to 
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obtain reports relating to the transportation of the mail from air 
carriers. 

The Board has no objection and will support specific amendments 
set forth in appendix A, which we understand will be urged on behalf 
of the Postmaster General. 

It is also the understanding of the Board that the Department of 
Justice is desirous of inserting a provision in this bill which would 
make certain that the Postmaster General would have the right to 
appeal to the courts from a decision of the Board in a maiJ-compensa- 
tion case. The Board has no objection to this, but believes that any 
such amendment should also provide that the Board be entitled, 
through its attorneys, to defend any Board order on such an appeal. 

We have been advised by the Bureau of the Budget on this specific 
point that there is no objection to the submission of this view. The 
Board has further been advised that the remaining recommendations 
contained in this statement are in accord with the program of the 
President. 

The appendix is attached to the statement. 

The CHarrmMan. The appendix sets forth completely all of your 
thinking on the amendments which you have in mind for S. 436? 

Mr. Nyrop. Yes; that is right. 

The CuarrmMan. We will place the appendix in the record at 
this point. 

(The appendix will appear as follows:) 


ApPpENDIX A 


The Civil Aeronautics Board recommends the following amendments to 8. 436: 

1. Delete lines 5 through 10 on page 3, and substitute therefor the following: 
“‘The rates determined and fixed under paragraph (1) of this subsection shall be 
based on the experienced and projected costs, under honest, economical, and 
efficient management, fairly assigned and apportioned to mail transportation 
services rendered or to be rendered, including a fair return on that portion of the 
total investment which is used and useful in the mail service.” 

2. On page 4, line 9, delete ‘‘the air carrier’, and substitute therefor: ‘‘any air 
carrier holding a certificate authorizing the transportation of mail by aircraft’’. 
On page 4, line 10, delete ‘‘a certificated’, and substitute therefor: ‘‘such’’. 

3. Delete Sec. 3, (line 8 on page 6, through line 2 on page 7). 

4. Delete Sec. 4, (lines 3 through 11 on page 7). 

5. On page 6, line 7, delete ‘‘March 31, 1952”’ and substitute therefor: ‘June 
30, 1952”. On page 7, line 24, delete ‘‘April 1, 1952” and substitute therefor: 
“July 1, 1952”. 

6. Delete section 5(a), page 7, lines 13 through 23, and reletter existing section 
5(b) as 5(a). 

In addition to the foregoing the Board supports the folléwing amendmenis 
which it understands will be recommended by the Postmaster General: 

1. On page 2, delete the clause beginning ‘‘to prescribe” on line 18 and ending 
“rates of compensation” on line 21, and substitute therefor the following: ‘‘to 
prescribe the method or methods for ascertaining such rates of compensation, by 
pound-mile, ton-mile, weight of mail carried, space authorized for mail in the air- 
craft, or other measure of mail service performed:’’. 

2. On page 4, after line 6, insert a new subparagraph to read as follows: ‘‘(4) 
The Postmaster General is authorized to request the Board to obtain, from any 
carrier certificated for the transportation of mail, information necessary for the 
performance of his duties with respect to the initiation of and participation in 
mail rate proceedings under this section.” 


The Cuarrman. As I said before, this is a very thoughtful document. 
We are very pleased to have you here and to have your testimony and 
your statement. The Big Four that you speak of are not identically 
similar. 
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Mr. Nyrop. That is right, sir. 

The CuarrMan. There is a great variation. 

Mr. Nyrop. There is great variation in their costs. 

The CuarrmMan. Their costs, services, equipment, and route pattern 
all have very individual variations. Is that true? 

Mr. Nyrop. There are variations. They are not, in the judgment 
of the Board, what you would call wide or substantial variations. We 
believe that they could and should be classed together in one gr ouping. 

The CHarRMAN. You have found it possible to place them in one 
group? ; 

Mr. Nyrrop. That is right, Senator; ves, sir. 

The CuarrMan. But as I understand your testimony, you do not 
think that any other air carriers could be classed as groups. Is that 
right? 

Mr. Nyrop. No. 

The CHarrMan. Is it just in three groups? 

Mr. Nyrop. Our recommendation would be that maybe there 
should be four and maybe five different groups to get the proper 
grouping, rather than three, as proposed. 

The Cuarrman. I think that you are right in that, and I think you 
are realistic in speaking of five different groups. 

If there were five different groups (not including the international 
carriers, just the domestic carriers) and if the Board had discretionary 
power to place them in a group, do you think that that would be 
practical? 

Mr. Nyrop. Senator, I believe it was in 1948—of course before I 
was associated with the Board—the Board decided to place what we 
now call the Big Four, plus Northwest Airlines, in one rate proceeding. 
It became evident, as I understand it, in 1949 and very early in 1950 
that Northwest Airlines did not belong in that specific grouping. 
Therefore it was taken out. 

1 believe that the Board can and should in the future establish 
certain groups of air carriers for rate-making purposes and that sub- 
stantially as the Board is handling the Big Four case now. I believe 
that that will do much to expedite the desire of this committee and 
the desire of the present Board to get more of these air carriers on a 
permanent mail rate and clean up the rate work for the past year. 

The Cuarrman. If the Board had the discretionary power to 
transfer a carrier from one group to another and there were five groups 
of rate pay established, do you not think you could pretty well keep 
the compe isatory mail payments in line with realism and justice 
and equity? 

Mr. Nyrop. I think we should be able to; yes, sir. 

The Cuarrman. I notice that you seem to infer—perhaps I mis- 
understood because I have not studied your presentation; I just heard 
it read this once—but you seem to be of the opinion that Congress 
would be doing something unconstitutional if compensatory postage 
mail rates were enacted. 

You seem to think that the Board could do it without any constitu- 
tional limitations at all. I suppose you have had good advice from 
competent attorneys and I am not an attorney, so what 1 say perhaps 
is not important, except that it occurs to me that the Board’s powers 
and Congress’ powers come from the same part of the Constitution, 
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that is, the commerce clause; and that part of the congressional 
powers have been delegated to the Board. 

So if the Congress is prohibited from establishing rates of pay, then 
certainly its offspring or its creature could not establish rates of pay. 
The ICC has been establishing rates of pay not only to the Govern- 
ment of the United States but to the people themselves; the rates of 
carrying freight, express, and mail are all fixed by the ICC. The 
ICC is certainly a creature of Congress and certainly derives its power 
to do what it is doing and has done, from the commerce clause of the 
Constitution. 

So I do not quite understand the distinction that you appear to make 
between Congress having more limitations on its powers than the CAB 
would have on its powers. 

Mr. Nyrop. Senator, it was not an indication that there were 
limitations on Congress. But by the passage of legislation which in 
effect fixed rates for fixed periods of time, those rates in fact might 
become either too high or too low. 

To the extent that those rates became too low and were what is 
termed by constitutional laywers “confiscatory in nature” the carriers 
might have appeals to the court which might to a certain extent upset 
some of those rates. That is our only point we are trying to make, 
Senator. 

The CuatrMan. I think if that were true, the smart lawyers that 
the railroads employ would have brought a case against the ICC long 
ago. The railroads have contended for many, many years that the 
rates fixed by the ICC are confiscatory; that they do not pay them 
sufficiently, and that they ought to be changed upward. 

They have pretty able attorneys, and it seems to me they would be 
pretty active im that kind of a lawsuit, if there were anything to our 
contention, which I doubt very much. And lam speaking now, not as 
a lawyer, but as a farmer. 

Is there anything further that you want to say? 

Mr. Nyrop. Except, Senator, it has been a real pleasure for the 
Civil Aeronautics Board to appear before you today, and we want to 
express our appreciation for the opportunity to be here. We know 
that it is largely through the personal efforts of the chairman of this 
committee that this important problem has been brought in focus 
and we want to assure you that if there is anything that we can do to 
assist you in furthering the separation of mail pay from subsidy, if we 
cap furnish any information, statistics, we will be very pleased to 
have our staff prepare it and bring it up here to you. 

The CuarkMan. That is a fine spirit of cooperation. We want to 
cooperate with the Board. We realize that the Board is going to have 
tremendous problems, much greater than they ever had before when 
the subsidy and the compensatory mail payments were in one package. 

We do not envy you your responsibilities when the separation has 
been made. That is one of the reasons that this committee has taken 
so much time and given so much consideration to the problem of the 
separation of mail pay and subsidy. This committee did not want to 
see the airlines and the services they are rendering suffer because of 
this step. The service might suffer if this task of separating the two 
elements of compensation are not handled with great care. I have 
been very much concerned about it. 
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The President of the United States, the Bureau of the Budget, the 
Postmaster General, the Appropriations Committees of the two 
Houses, and many, many Members of the Senate and the House have 
insisted that a separation be made. This committee has undertaken 
this task with a great deal of trepidation for fear that what we might do 
here would be of great damage to the airlines and to the airline industry 
of this country. 

That is one of the reasons we have taken as much time and tried 
to be fortified as much as we could be fortified with all of the facts and 
the conditions and the phases of this problem. The CAB will not be 
out of the woods when the bill is enacted, and I am glad that the 
CAB is alert, concerned, and watchful of the kind of legislation we 
pass, because when the legislation is on the books, the CAB’s troubles 
are only going to begin in my opinion. 

We are glad to have your fine cooperation and we know that we are 
going to have that same cooperation in the future. 

Mr. Sweeney handed me this note, that the Railway Mail Act of 
1916 set initial mail rates, and that is all that we have done in this bill. 
We have set the initial mail rates and tried to set up standards for the 
CAB to take it over afterward. 

We did not want to burden the Congvess with the task of always 
setting the mail rates, but we thought that we should follow the 
very wise precedent that was established when the ICC was created, 
and when the Cong:ess set the initial mail rates for the ICC and turned 
the job over to them. That is the approach that we have in mind in 
doing what we have attempted to do in 8S. 1657. 

We are honored today by having other members of the Commission 
with us. Mr. Ryan, the Vice Chairman, do you have anything that 
you want to say? Do you want to get on the record in this proceed- 
ings, or do you want to wait and come up and talk to us some other 
time? 

Mr. Ryan. If you want to put it that way, do I want to, Mr. 
Chairman, there might be some question about it. But I am going 
to take advantage of the chairman’s very gracious opportunity. 

The Cuarrman. I will change my question and put it this way: 
Are you willing, Mr. Vice C hairman, to contribute to this cause by 
making some comments or a statement with respect to this matter? 

Mr. Ryan. Mr. Chairman, I think what I will say will be very 
brief, and I think Chairman Nyrop has left little to be said. I think 
he has covered the field very thoroughly, and I would hope that upon 
a study of his statement, which is dealing necessarily with a highly 
technical subject and therefore nobody is expected to grasp the full 
indications upon first hearing it, it will be revealed as a very sound 
presentation. 

I would only want to make this point, Mr. Chairman, and that is 
that I think the chairman has misunderstood the implications of the 
chairman’s statement with reference to the matter which you have 
interpreted as the contention that, while Congress is subject to the 
fifth amendment which would offer a remedy against confiscatory 
legislation, the Board would not be subject to the same amendment. 

I got that as the conclusion drawn from what the chairman said. 
Now, I think it is a misinterpretation. I do not think that the position 
of the Board as expressed by the chairman is that the Board would 
be in a position to avoid the confiscatory provisions of the act as a 
matter of constitutional law. 
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We are subject to exactly the same procedural due-process and 
substantive due-process provisions of the fifth amendment as the 
Congress itself. I think the point which the Board felt should be 
brought to the committee’s attention here was that if the rate which 
had been fixed—-that is, the initial rate which had been fixed or any 
one of the later rates which had been fixed at the 3-vear interval— 
should become confiscatory by reason of radical changes in cost in an 
industry which has highly fluctuating characteristics anyhow more 
than any other public utility industry, that then the Board under 
the particular provisions of this proposed legislation would be unable 
to fill in the gap and provide a compensatory rate. 

The rate initially fixed either by the Congress or by the Board 
itself at the end of the 3-year period would be a rate which could not 
be changed in the subsequent 3 years. This is an industry, however, 
which does not have the stability which that kind of provision implies. 

In the first place, its inherent economic characteristics are such— 
I refer particularly to its high capital turn-over and its very high 
operating ratio—that sometimes even a very small change in the 
volume of operations or in the costs will reflect seriously. In the 
railroad industry the Interstate Commerce Commission can be sure 
that, if it fixes a rate, it is not going to have to change that rate by 
reason of a great fluctuation within a short period of time. 

That is due to the fact that the capital turn-over in the railroad 
industry, with its very high capital investment in relation to the 
volume of operation, is entirely different from this industry which 
has a proportionately small capital investment in proportion to the 
volume of the operations and which has a very high operating ratio. 
In this particular legislation, if I understand Chairman Nyrop’s 
presentation, if the Board should fix a rate which could not be changed 
for 3 years, or if Congress in the bill fixed the initial rate which could 
not be changed in 3 years; and at the end of a year, for example, by 
reason of a series of accidents or by reason of a radical change in the 
price index raising the costs of the operation the rate might fall 
below the constitutionally compensatory level, the Board then would 
be unable—it would have to wait 2 years before it could bring it up 
to the constitutional level, a power which any public-utility commis- 
sion would have and which the Federal Power Commission would 
have and which the Interstate Commerce Commission would have. 

Then, under those circumstances, the carrier would have nothing 
else to do that he could do except to rush into court, and he would 
probably have to go before the United States Court of Claims. 

I have not thought that through, but certainly he would not have 
any direct review by the United States Court of Appeals because 
there would be no record upon which he could go into court under our 
act. 

You might say, “Well, could the Board not turn around and grant 
a subsidy to make up the amount?’ because the Board has this 
subsidy power, the power to grant subsidy which is not dependent 
upon any rigid rule that it cannot act within 3 years. 

But the answer to that question, I think, is that the Board could 
not do that under this bill; but the bill itself does not contain the 
power which would permit the Board to grant a subsidy which in 
effect would be a part of a service rate. 
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I think that maybe further thought could be given to that; and, 
if you wish, I am sure that the Board would be glad to have our general 
counsel enter an opinion into the record upon that particular pr roblem. 

The CHarrMaAn. We would be very glad to have the counsel enter 
a statement or comment along that line, or on that point. However, 
I want to remind you that the rate that I would advocate fixing would 
be a very generous rate. It would not be confiscatory at all. It 
would be a very generous rate. 

I say “generous”? when I am reminded that many of the airlines 
haul freight for as low as 20 cents a ton-mile; whereas our basic 
figure is 42 cents. 

“T think that there would be a great many contract carriers that 
would come into the market immediately if they had an opportunity 
and they would contract to haul the mail much cheaper than these 
figures that have been recommended or have been stated in our bill. 

So, I think your bug-a-boo—and that is what I call it—of this 
terrible confiscatory rate that Congress might establish does not 
contain the dangers which you ascribe to it. I suppose that if the 
CAB was going to fix the rates they would fix them for some little 
period ahead, maybe a year, 2 years, or maybe longer. If it is a 
matter of time, if 3 years is too long and it should be 2 years, or if it 
should be 1 year, that would be very easily rectified. 

But it seems to me that an airline is entitled to know what their 
compensation is going to be. It seems to me that ner have that 
right to know. They ought to have it, and how they can pretend to 
operate efficiently without knowing what they are lee to be paid 
for service rendered seems to me to be very unreasonable. 

So, I think it is to their advantage and to the advantage of the 
Treasury, to the Post Office Department, and everyone concerned, 
that these rates be established on a generous basis. 

If we were getting right down to the last penny, if we were thinking 
of establishing a rate at freight or cargo prices, which they are charg- 
ing at the present time—which airlines are charging at the present 
time—that would be one thing. And, of course, I go back to the 
argument that I advanced when I interrupted your chairman. You 
do not change the passenger fares every afternoon. You continue 
them. They are continued over a long period of time. Nobody has 
his property confiscated thereby. 

We could put a proviso in the bill that no airline is compelled to 
carry mail except on a voluntary basis, and I will wager with you 
that there would not be one-half ounce of mail that would be left 
waiting for somebody to carry it under that condition. 

So, this is just a bug-a-boo, in my opinion. The dangers of Congress 
setting it by law, the initial rate—we do not pretend to set any other 
rate; but in order to get this thing established, to get it going, I think 
it is very advantageous to everybody conc erned to have the initial 
rate fixed by statute. 

We met here today in order to bring out the differences of opinion. 
That is the reason we are here. That is the reason you are here and 
that is the reason we are listening to you. If we had complete 
knowledge of the way this job should be done, we would not bother 
about a hearing. 

But we are having this hearing so that the friction of minds may 
get in its work. We thank you for the expressions you have made, 
86630—51——-8 
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and we hope that you will always feel free to express your opinions 
because you are on a Board that is an expert board. 

Mr. Ryan. Mr. Chairman, I do not think, as one member, that 
there is very much difference between your views—certainly your 
objectives—and ours. 

The CuarrMan. I do not think there are. I think our objectives 
are-—— 

Mr. Ryan. Exactly the same, I think. 

The CHAIRMAN. I believe they are. 

Mr. Ryan. The only difference I can see here today is the difference 
in the mechanics by which it is sought to attain those objectives. 
Now, your main proposition, as I understand it, is to set a rate that 
has such stability, at least such degree of permanency, that these 
carriers would know where they stood financially. 

That is also the purpose of the Board, and.it has been for years to 
inject some stability so that we would not have to be running in and 
out of the rate market-all the time. 

That is our purpose. It would be desirable to have a rate which 
would not have to be changed for a period of 4 or 5 years if we can 
accomplish it. So, we are with you on that proposition. The only 
difficulty is we have found from experience that this industry acts 
differently from any other public-utility industry. 

That is by reason of the peculiar economic characteristics to which 
| referred awhile ago. It is an industry of very narrow profit margins, 
and that has made it necessary for us to rush to the aid of these 
carriers on occasions when their value as national instruments would 
have been seriously impaired. 

That was particularly true in the period since the close of the war. 

The CHArrMaN. It is only natural for you to have an understanding 
of your problem and not have an understanding of other utilities’ 
problems. I think the railroads would not agree with your analysis 
or your comparison between their business and your business. 

I do not know what the railroads’ record will be for 1951, but a year 
ago their passenger service put them in the red more than $700,000,000. 
The year before that it was $650,000,000, and the year before that 
was something over $500,000,000. It has been getting progressively 
worse. They were carrying the passengers and they were carrying 95 
percent of the mail; and you folks are carrying 5 percent of the mail 
and you are gaining on them on passengers “that is, you are gaining on 
passengers right along, but your problem is not so unique when it 
comes to comparing other utility carriers. It is unique inaway. It is 
a new enterprise. It does have some lack of stability on that account; 
but, nevertheless, all these carriers have their problems. The railroads 
can make a very good case for an increase in mail pay, and, by the 
way, they carry the mail much cheaper than the airlines. The gen- 
erous provisions that we make for the carriage of mail by air sound 
pretty high compared with the rates that the railroads carry the 
mail for. 

But you cannot make a comparison between elephants and rabbits. 

I do not mean any connotation on that description. I am simply 
trying to say that you cannot compare bananas and plums. We are 
glad to have you here. 

Josh Lee, what have you got to say for yourself? 
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Mr. Lee. Mr. Chairman, I will just say that the members of the 
Board are very grateful that we have a committee in charge of aviation 
and aviation matters that is headed by a man who is willing to pains- 
takingly get down into this very intricate question. We feel that 
we are fortunate and that air transportation is fortunate. 

We appreciate the feeling that exists between this committee and 
the Board and the liaison that we have established and want to 
continue. 

I think that air travel will benefit by it. I will not make any com- 
ment on the question today. We have thrashed it around pretty 
much, and I am sure, as Mr. Ryan says, we bave the same goal. I 
feel the work that you and your committee have done in studying the 
question and undertaking to locate the cost with respect to commu- 
nities and airlines is a definite contribution that will help in studying 
this. 

I appreciate this committee giving us this afternoon to present our 
case on this question up to now. 

The CHarrMan. We thank you very much, Senator. You have 
been very kind and very cooperative as usual, and we are very much 
pleased with your attitude and with your services on the Commission. 

We have another Senator. Chan? 

Mr. Gurney. Mr. Chairman, thank you very much. This very 
new member of the Board is having a hard time looking at the aviation 
problem. Otherwise, and through the eyes that I gained through 
experience in some few years up here on the Hill, 1 would say this, that 
right off the reel I am not as prone now, after having been a member 
of the Board for some months, to criticize the regulatory body that is 
trying to do a job on aviation as I was when I was a Member of Con- 
gress. 

I have found that out definitely, for in the few months I have been 
down there | have found that there are just myriads of problems that 
take a long series of conferences, time-consuming, even to resolve a 
small question. And the Board does have to resolve even the smallest 
problem in the most minute detail. 

I find there is a hard-working staff down there, sincere, trying to do 
ajob. Ihave been known as sort of an optimist; in fact, I think I was 
an optimist when I was running in an election here a few months back. 
But it did not quite work out that way. So anything I might say 
optimistic at this time you might take it with a grain of salt. 

Nevertheless, I do feel there are chances under the present act for 
Congress to get what it wants from the actions of the Board. I am 
sure it can be done in time. I may be too overly optimistic in thinking 
that it can be done soon enough. 

In just a few weeks shortly passed I have commenced to find out 
about this contingent liability, the claims of the airlines as against 
what amount the Board and its staff think is due the airlines. That is 
a big question that has to be resolved, and Congress does not want that 
contingent liability hanging over its head in the Appropriations Com- 
mittee. It sort of throws the budget off. 

Still, these main-line routes, the Big Four as they are called, are 
in a position now where they are almost down to a service rate, com- 
pensatory rate. Even 45 cents or 42 cents may be too high. 

Again, if business does not stay up at the high level it presently is, 
those rates can fall to pieces overnight. I can see that. It is big 
















































































































































































110 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


business—that is, fast-moving business—that gives us air travel and 
the use of air mail. So we are very fortunate in the last few months, 
maybe a year, in building up to a point where we are pretty close to a 
compensatory level. 

The Board can do some things about the routes that those Big Four 
airlines have so that they would be more nearly able to carry the mail 
at a service rate even in tougher economic conditions. The Board 
does have plans along that line to better those routes and at the same 
time better the routes of the medium-sized carriers, like Mid-Continent 
out in my territory; like Delta; some of these other lines. 

As those routes are improved for all the airlines, extended so that 
they go some place from some place and connect with other large lines 
that go across the country, they will be in better position to wor rkona 
more nearly even basis. 

I am optimistic because I believe there is a chance of getting the 
staff through with the job of handling the rates for the four airlines 
that carry ‘80 percent of the mail. Then the staff can work on these 
other and smaller lines. The Board too can use more time in making 
better the routes of the smaller local service lines, figuring out better 
systems, so that possibly we can make—and I think we will—faster 
progress in weeding out those that cannot possibly pay and then 
making those better that are presently on the road to self-sufficiency. 
I have high hopes that there will be a better situation. 

Now I am thinking that Congress wants to know what the over-all 
cost is going to be, not just in mail, but I mean the actual money that 
has to be appropriated. So, while we may fix the compensatory rate 
for the carrying of mail, there still is that fluctuating figure for sub- 
sidy. That is what we all want to get our teeth into. 

Whether it is a fluctuating figure for mail and subsidy or just 
subsidy does not quite resolve the problem as I see it from where I 
sit at the moment. We have got to fix that subsidy question so we 
can at least once a year know where we are at and whether we are on 
the black side or the red side of the ledger. I think that is about all 
I have to say, Mr. Chairman. 

The CuarrMaANn. We are mighty glad to have you come up here, 
and we hated to lose you and Josh Lee from the Senate. But we are 
glad to have you in such an important spot as you are now serving 
.n, and I cannot think of anything more important to the country 
than aviation, and you folks are going to have a big hand in shaping 
the destiny of the aviation industry in this country. So you have a 
tremendous challenge and a great opportunity ahead of you. 

You say you are an optimist. We know you up here asa realist. | 
know you would be pleased if you knew how much confidence the 
members of the Appropriations Committee, your old committee, and 
the Members of the Senate generally have in your judgment. They 
will be calling on you frequently, 1 know, and you will be able to 
render a great service to the Commission on which you serve and to 
the Congress because of that feeling of confidence that exists. 

Now, Mr. Adams? 

Mr. Apams. Mr. Chairman, I share my colleagues’ appreciation of 
this opportunity to give the views of the CAB. I think possibly you 
might be interested to know that this particular preparation was 
prepared after many hours of the Board’s deliberation, and I doubt if 
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there is a single page in its preparation that was not amended or 
changed with some thought or expression by individual members of 
the Board. 

So what we have presented to you today is our joint feelings on 
the matter. I hesitate, however, to leave what you referred to as the 
bug-a-boo on the matter of the 3- -year term. I think maybe a little 
too much emphasis——— 

The CHarrMAN. I do not want to tie myself to 3 years. 

Mr. Apams. That, Mr. Chairman, was what I was going to com- 
ment on. I thought maybe we left it too much on the thought of 
the possible confiscatory problem. I am more concerned, and | 
think the Board is, with the fact that 42 cents, if that should be the 
legislation, might prove excessive. If we continue on our present 
level of economic operations for 1, 2, or 3 years, I think that, as you 
suggested, that rate might well become 35 cents. So in that case 
the Board might have concern, shared by Congress, in those over- 
payments. Of course, they would continue for a 3-year period unless 
amended legislation was enacted. 

So I think your committee, if you resolve the matter in finally 
fixing a rate, a beginning rate, could take care of that by making 
provision for it to be reopened either by petition by the carriers or 
by the CAB within a period which you might set, which would elimi- 
nate the hazard that has been expressed, either on the nature of it 
being confiscatory or on the nature of it being excessive. 

Further, Mr. Chairman, on the matter that you discussed of the 
community approach, I am sure that the Board, as it stated here, 
appreciates the value of the community approach. I think our only 
point was—and I am only repeating this because I think there might 
possibly be a misunderstanding—we are of the opinion that our 
present accounting procedures which we are permitted to institute 
and inaugurate are adequate to give you that cost on a community 
basis; and that was the basis for which the report in a sense was 
opposing, you might say, the specific accounting procedures that 
were to be applied under S. 1657. 

So I think our goal was the same, Mr. Chairman. 

The CuarrmMan. Thank you for your helpful comments. Of 
course, if the Board bas other approaches to establishing the com- 
munity costs, certainly I would not want to interfere with that 
arrangement. 

os mast & Ernst, however, who are very competent accounting engi- 
neers, told us that the requirements such as they recomme nded in 
their report would not be onerous and would not be financially burden- 
some. We were going on that, but if the Board and its accountants 
have a more effective, efficient, and less costly method for doing a 
job, certainly I would not think of wanting to substitute some plan 
that we might have for the plan that they might have. It is the end 
result that I am advocating. 

Just one other point about the likelihood of lower mail rates. I 
doubt very much whether there is any danger of higher mail rates. 
We are in a growing country, a country that is rapidly becoming 
air-minded; and it seems to me‘that the airlines’ business is going to 
increase as the country goes forward. 
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But suppose that we fix a generous rate of pay, which I repeat we 
have fixed in our bill, and suppose that the airline business increases 
so much that they are making too much money. What is the matter 
with giving the traveling public the benefit of those big profits? Why 
not haul them for a little less? They can stand a little help along 
that line. 

So there are a great many ways that you can handle the matter 
without every afternoon coming in and changing the rate for carrying 
the mail. Nevertheless, it has been a pleasure to have you here with 
us and to have your observations on these’ questions. 

We are going to be free as we go along with this problem—that is, 
I am speaking for the committee now—to ask you if you would come 
back and help us some more. 

Thank you very much. 

Secretary of Commerce Sawyer was not able to come up this after- 
noon. He will be in tomorrow. 


(Thereupon, at 4:45 p. m., the committee adjourned until Thursday 
morning, June 28, 1951, at 10 a. m. 
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THURSDAY, JUNE 28, 1951 


Unitep States SENATE, 
CoMMI?TTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Wash ington, aC. 

The committee met, pursuant to adjournment, at 10 o’clock, in 
the committee room, room G-—16, United States Capitol, Senator 
Edwin C. Johnson presiding. 

Present: Senator Johnson (Colorado), chairman. 

Also present: Edward C. Sweeney, professional staff member of 
committee. 

The CHarrman. The hearing will come to order. Mr. Robert 
L. L. MeCormick, director of research of the Citizens Committee 
for the Hoover Report. 


STATEMENT OF ROBERT L. L. McCORMICK, DIRECTOR OF RE- 
SEARCH OF THE CITIZENS COMMITTEE FOR THE HOOVER 
REPORT 


Mr. McCormick. Mr. Chairman, I am Robert L. L. McCormick, 
director of research, Citizens Committee for the Hoover Report. 
Dr. Robert L. Johnson, chairman of the Citizens Committee, has 
asked me to express his appreciation for your invitation to the 
Citizens Committee to testify on these matters. 

1 would like to add, Mr. Chairman, that those of us who are 
attempting to install these reforms in the Government are most 
appreciative of the hard work that your committee and its excellent 
staff has put in, attempting to resolve these extremely complex 
problems. 

If it meets with the approval of the committee, I would like to 
commence my testimony by placing upon the record a recent letter 
on this matter from the Honorable Herbert Hoover, former chairman 
of the Commission on Reorganization, to Dr. Johnson. The text 
of Mr. Hoover’s letter is as follows: 

I have considered again the Reorganization Commission’s proposals for sepa- 

rating subsidies paid to commercial airlines from compensation paid them for 
carrying air mail. The Commission’s report on the post office was specific on 
this matter: 
“SUBSIDIES 
“Payments to common carriers for transporting the domestic and foreign air 
mail are fixed by the Civil Aeronautics Board at a level to provide a subsidy to 
aviation. Contracts for overseas mail are also made on a subsidy basis. These 
subsidies may be most desirable. 
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“RECOMMENDATION NO. 9 


“We recommend, however, that the amounts of these subsidies should be paid 
to the post office by open appropriation from tax funds and not imposed upon 
the post office or the mail users in this hidden manner. 

“By such a course, the President, the Congress, and the public may know what 
the amounts of the subsidies are.”’ 

For many years now, the taxpayers and the Congress have had only a vague 
idea how much money was being paid for such subsidies. As the Commission 
pointed out, they are entitled to that information. 

The most practical and accurate way to separate these two types of payments 
is to base the determination of the mail pay upon what it costs the carriers to 
furnish mail carriage services to the post office. The subsidies would be the 
amounts paid in addition to such carriage costs; and these subsidies should be 
separately appropriated for. That type of standard will make it possible for the 
taxpayers and the Congress to have accurate information. 

In order for the reform to be effective, it is not equitable to exempt any mail 
carriers, foreign or domestic. The reform should apply equally to all. 

That closes Mr. Hoover’s letter. 

The Citizens Committee prepared S. 1137, along with 19 other 
legislative proposals, for introduction in the Senate on March 15, 
1951. S. 1137 was based upon several previous proposals to provide 
for the separation of air subsidies, one of which, H. R. 9184, spon- 
sored by Representatives Kennedy and Heselton, passed the House 
in the final days of the Eighty-first Congress. 

This position we are taking in this matter is based upon the general 
action at our board meeting of March 15, 1951, as applied to this 
particular measure. 

Although we prepared one of the measures which lies before your 
committee, we do not wish to be doctrinaire about this or that partic- 
ular bill, or the language in one or the other. Our interest lies in 
principles; not in espousal of particular techniques. We feel that the 
Congress should consider all the various proposals carefully and that 
it should accept those which, in its opinion, are the most promising 
for attainment of the reform which we all seek. 

The important matter here, it seems to us, is to separate out the 
subsidy as soon as possible, once and for all. To do this, two prin- 
ciples must be kept in mind: (1) the use of cost plus a fair return as 
the standard; and (2) equal treatment to all, big and small, domestic 
and foreign. 

The CuarrMan. When you say “equal treatment to all,”’ you do not 
mean equal application of a formula to all, do you? You mean that 
all of them should be treated with equity. You would not say that a 
very prosperous line serving prosperous communities should have 
exactly the same formula that a small line serving scattered commu- 
nities and small communities has, would you? That is not what you 
mean when you say “equal treatment to all,’’ is it? 

Mr. McCormick. As far as the mail payment is concerned, sir, we 
think that the standard that is applied to all airlines should be the 
same standard. However,as to the subsidy, of course, I would assume 
that the Congress would not grant large subsidies to an airline that 
does not need them and none to one that does need them. 

The CuarrmMan. Do you think it is being realistic to think that two 
airlines, one of them handling 10 tons of mail and another handling 
100 pounds of mail, could be treated on exactly the same rate of pay’ 

Mr. McCormick. It would not be the same rate of pay, sir. Pre- 
sumably the costs on a unit basis would be much higher for the small 
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airline that is servicing, say—take a town like Wilkes-Barre, Pa., or 
Binghamton, N. Y. Presumably the cost of carrying each letter 
would be considerably higher because they do not have the volume to 
carry and the frequency of schedules. So they would get more under 
this cost formula. 

The CuarrMan. The airline might very well have just a small 
packet of mail, as I have seen them ‘deliver many, many times in these 
small communities maybe 5 pounds, maybe 10 pounds of mail, 
but they have to have somebody there to receive that mail and to 
handle it just as though it were 20 tons‘of mail. It receives the same 
care, the same protection, the same everything that the big-volume 
mail receives. It simply costs more money to transport and handle it 
that way. 

Of course when you get into this field of costs, it is a field that has 
great variations and you cannot have too many variations in this sort 
of thing. It seems to me that you might have equal treatment without 
an equal application of the same formula. 

I think cost formulas have to be varied just as the service is varied. 
I think you cannot dismiss it that easily. I think it is not quite as 
simple as this language ‘equal treatment to all,’ would appear. That 
is a fine principle to try to adhere to in everything. That is one of the 
principles upon which our Government is founded; but when you 
attempt to deal with things that are not the same at all; like a great 
airline serving populous and prosperous communities and airlines 
that are serving not cities but small towns and small communities 
who need that service badly, and when you lump them all together 
and say, ‘Treat them all alike,’ I do not believe that is being real- 
istic—but go ahead. 

Mr. McCormick. We had thought, sir, that if there were any 
disequities as to the mail pay which would arise from the equal 
treatment principle, that disequity would be picked up in the subsidy. 

We recognize that there are several methods of installing the cost 
standard, some of them more restrictive than S. 1137 and some of 
them lessso. We think S. 1137 offers one reasonable method of instal- 
lation in use and application of a cost standard. We would agree to 
several variations, so long as the variations conform to the Hoover 
report. However, we believe that the complex technical problems of 
exact cost standards require resolution at the technical level. 

By that I mean to say that the Civil Aeronautics Board has many 
skilled accountants. Your committee has retained Ernst & Ernst. 
There are other skilled accountants in the General Accounting Office 
and private business. We feel that some of the complexities in this 
cost standard are such that it is certainly not within the ambit of the 
Citizens Committee to attempt to specify technical matters to any 
great detail. 

[ will give you a few examples, Mr. Chairman. The cost provision 
in S. 1137 would base the standard for mail compensation on cost plus 
a reasonable return. This is one of several approaches. S. 436, 
which would restrict the mail payments to cost plus a reasonable re- 
turn, represents another method of doing the same thing. The CAB 
offers a third method—amendment No. 1 to S. 436. There are other 
methods. In our opinion, these three methods could all be considered 
as consistent with the report of the Hoover Commission. Others 
might not be. The cost standard is the important thing. 
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We also recognize that there are intricate technical problems in the 
field of international air carriage. We feel sure that your committee 
will again receive technical advice on this matter. As Mr. Hoover 
points out, we do not favor inequities in treatment as between United 
States domestic and United States foreign carriers. Both 5S. 436 and 
S. 1137 will meet this test. The important thing is that no exemption 
should be given to the international carriers. 

The CHaArrMAN. I want to say there, I think you are not being 
realistic. The international carrier has many problems that the 
domestic carrier does not have to deal with at all. It seems to me that 
the international carrier might very well be paid on a formula which 
would give him more revenue than a formula that might apply to a 
domestic carrier. 

We will not go into the problems but it seems to me that that is not 
being realistic; “that you would have the same rate of pay for a foreign 
carrier as you would a domestic carrier. 

Mr. McCormick. We feel that the cost standard is adequate, Mr. 
Chairman. The costs are higher, of course, when you are operating 
an airfield at Dakar and in the Aleutians and so forth; therefore, they 
would be paid more under the cost-plus-a-fair-return standard. 

In connection with S. 1137, the Citizens Committee would like to 
discuss briefly a few other matters on which there are various ap- 
proaches. On some of these problems, the technicalities and the 
specific answers derivable therefrom fall beyond the terms of reference 
of the Citizens Committee. 

I have put this section in, sir, because it has sometimes been alleged 
that the Citizens Committee was favoring certain of the measures 
mentioned below or that several of them are outside of our terms of 
reference. 

Subsidies for additional carriers: The recommendations of the 
Hoover Commission deal with existing practices. It cannot be said 
that the Commission recommended that the same carriers that now 
get mail pay should be entitled to it under the Hoover proposals; 
or more carriers; or less carriers. This was beyond the Commission's 
terms of reference. Therefore, in our view, the Citizens Committee 
should not take a position on this. All we recommend is that there 
be effective separation for all carriers which are, or will be, receiving 
mail pay. 

Effective date: As to the effective date of the act, S. 1137 gives 
fairly broad latitude. S. 436 is more restrictive. The Civil Aero- 
nautics Board wants a later effective date than is given in S. 436. We 
are in the business of attempting to have the reforms of the Hoover 
Commission effected. Hence, we would prefer to see a firm deadline 
set, one as soon as possible. This would then place the burden upon 
the responsible executing authorities to get the job done. We want 
separation from the executing agencies in the Government—not 
dilly-dallying. We hope, therefore, that the committee will set an 
early effective date. We would hope no extensions would be required. 
If they are, there would be no real problem in doing so. 

Cost allocations: As to various provisions which would require al- 
location of the airlines’ accounting as between categories, we would 
like to point out that the Hoover Commission did not, either directly 
or by implication, recommend any particular method of allocation. 
Presumably, some form of allocation will prove necessary. 
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Your committee will wish to consider whether there should be =A 
cation provisions written in the bills, as in S. 436 and S. 1137; « 
whether allocation provisions should be specified in the report of vente 
committee; or whether allocation actions should be left to the dis- 
cretion of the executing authorities. Your committee’s experience 
will tell it the extent of discretion which should be left to the executing 
authorities. This is a technical matter beyond the purview of our 
committee. We would, however, like to point out that there are 
several methods by which the end can be accomplished. 

The position of the Administration, as set forth by Chairman 
Nyrop of the CAB in proposing amendments for S. 436, is consistent 
with the Hoover Commission’s proposals. So is 8. 1137. As to any 
of the other proposals, we will be glad to give opinions on this point. 

We believe that 5. 1137 meets the summary needs specified above. 
But we recognize that it does not offer the only avenue to reform. 

Our staff is at the disposal of your committee for the perfecting of 
legislation in these matters. We hope you will call upon us. 

The CHarrMan. We appreciate the public spirit in which you ap- 
pear. This committee is much impressed by the work that you have 
done in this matter from the very beginning. We will be very glad 
to keep in close contact with you and to consult with you in drawing 
up the final legislation which we hope will come out of these hearings 
We know that you have done a great deal of very constructive 
thinking on the subject. 

Mr. McCormick. The best we could. 

The CHarrMAN. You have been studying it now for a considerable 
length of time. Your principles, as outlined here on the first page of 
your presentation, certainly meet with my most hearty approval. I 
am sure that the Citizens Committee for the Hoover Re ‘port, like this 
committee, wants to preserve the airline industry and see it progress, 
and grow, and see it fulfill its mission; and it does have a very im- 
portant mission. 

So we look upon vour committee as kindred souls that can help 
us and be of comfort and assistance to us. We are going to take 
advantage of your offer here and consult with you frequently if we 
may do so. 

Mr. McCormick. We will do all we can to help. 

The CHarrMAN. We may have disagreements but we can argue 
them out. I have been handed two questions that I want to submit 
to you for discussion. Is S. 1137 strictly in accordance with the 
Hoover Commission’s recommendations? 

Mr. McCormick. As I pointed out, sir, in my testimony, there 
may be half a dozen ways you can do these things. We thought for 
the assistance of the Congress we would put forth one method. We 
do not hold any candle or brief for that particular method, sir. We 
think it is one way vou could do it. 

The CuHairMAN. This question poses a question which I had in 
mind, too, as I listened to your presentation. It goes on with this 
comment: Your recommendation seems to contemplate that the Post 
Office Department will continue to receive the subsidy appropriations 
and pay them to the carriers. 

The only change in existing practice which seems to be recommended 
is that the appropriation shall be identified as subsidy. Is that your 
intention—that the subsidy should be paid through the Post Office 
Department? 
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Mr. McCormick. At our board meeting on March 15, we were 
given fairly broad latitude by the board of directors in taking a 
position on a matter of this sort. The way we feel about it is that 
it does not make any difference whether the CAB makes the pay- 
ments or the Post Office makes them, as long as the taxpayer knows 
how much the subsidy is. It is just a question of which way would 
it be cheapest. I do not know, but the agencies themselves can 
certainly say. 

The Cuarrman. I do not know that either way would be cheaper, 
but it would seem to me at least to burden the Post Office with some- 
thing which is entirely outside of their field of operations, such as the 
payment of subsidies. It would be a very awkward anda very bad 
thing todo. It would be placing a burden on them which they should 
not have to carry. 

You say in your Recommendation No. 9: 

We recommend, however, that the amounts of these subsidies should be paid 
to the Post Office by open appropriation from tax funds and not imposed upon the 
Post Office or the mail users in this hidden manner. 

I am in agreement with you on the hidden manner of a single 
package of subsidy and compensatory payments. They should be 
separated. But to impose on the Post Office the duty of paying the 
subsidies and having the money appropriated to the Post Office De- 
partment in my opinion is all wrong and I do not think the Congress 
would like that at all. 

The Congress is very anxious to have an understandable budget from 
the Post Office Department. They want a budget that deals solely 
and completely with postal matters. They are trying very hard to 
get the Post Office’s budget in balance. That is one of the strong 
reasons for wanting to separate subsidy payments from postal revenues. 

It seems to me that this would be a very bad proposal, but I am 
glad to hear you say that you do not recognize that as a vital matter 
and that you are not insisting that the Post Office pay the subsidies. 
Is that correct? 

Mr. McCormick. Yes, sir. We think the Hoover Commission fre- 
quently proposed one way of doing it, but if it is not the most common- 
sense way, it is the common-sense way that is needed. 

The CuarrMan. Then the second observation is this: The Hoover 
Commission recommendation makes no distinction between domestic 
and international airlines. To what extent did the Hoover Commis- 
sion consider the special problems of international air transportation 
in making its recommendation? 

Mr. McCormick. There is considerable material in the task force 
report, I believe, on that, sir. It was considered, but with the prepara- 
tion of well over 300 separate proposals, from which I would say almost 
100 pieces of law have already stemmed, they did not have time to go 
into it in great detail. Our Citizens Committee has attempted to go 
over it from A to Z to the best of our ability. It is a very complex 


matter, and I know that the carriers have some intelligent and ap- 
propriate views on it. 

The CHarrMan. They have more than views; they have many, many 
problems that are insurmountable and yet the advantage to the United 
States in having international airline service is extremely important. 
It is important in the national 
It is important in many, many ways. 


It is important in a diplomatic field. 
defense field. 
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The United States is assuming considerable leadership in the 
diplomatic field, and the airlines serving in the international field are 
very closely related to and associated with our international policies. 
But they do have problems. 

The exchange problem, in money alone, is enough to drive one crazy. 
Just a private citizen going abroad has his greatest proble‘n in chang- 
ing his money so as to get money that will buy something in the coun- 
try that he visits; and in getting what he doesn’t spend exchanged back 
to United States money. 1| just do not see how the airlines ever oper- 
ate with that tremendous problem facing them. But that is only 
one of the problems. They have multitudinous problems, and it is 
to our interest to have good international mail service abroad. It is 
costing somebody a lot of money to provide that service, and it would 
seem to me that they ought to be paid for the service that they are 
rendering the country in delivering mail everywhere. It is a great 
thing to have prompt mail delivery all over the world. 

Anyway, we are glad to have you here and, as I say, we will want 
to discuss these things with you. We hope that you will feel free to 
come to us any time “and talk to us about the matters with which we 
are dealing. 

We are exploring this whole field and trying to do a good job, and 
we feel that you want us to do a good job and that you are completely 
unselfish in what you are trying to do. 

Mr. McCormick. We think that the way your committee is con- 
sidering every possible matter on this is a model for the way con- 
gressional committees should operate. 

The CHainmMan. We thank vou very much. 

Is Mr. John Blewett of Blewett Associates present? (There was 
no response. ) 

I see that Secretary of Commerce Charles Sawyer has just come in. 
We are ready to hear from you, Mr. Secretary. 


STATEMENT OF HON. CHARLES SAWYER, SECRETARY OF 
COMMERCE 


Secretary Sawyer. Mr. Chairman and gentlemen, I am glad to 
appear before you in general support of legislative proposals designed 
to provide for the separation of subsidy from air mail pay. 

In substance, the position of the Department of Commerce in this 
matter is that separation of subsidy payments to air carriers and 
payments for carrying the mail should be made at the earliest possible 
moment. This position was set forth by me to the Eighty-first 
Congress in testimony on legislative proposals similar to those under 
consideration today, and in the transportation report which I prepared 
for the President. 

Today | reaffirm this position. I believe that subsidy payments 
to all forms of transportation including air carriers should be identified. 

The carriers should receive a fair compensation for carrying the 
mail. This means a rate sufficient to cover the actual cost of carrying 
the mail plus a fair return on that part of the investment used or 
useful in the mail service. Any Government payments to the carriers 
in excess of this amount should be labeled for what they are—subsidies. 

If the present system of payments is.to be revised, it is clear that 
a new standard must be developed for air-mail payments, which are 
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to be made exclusive of the separate subsidy payments. 
opinion, the cost of rendering the service is the most satisfactory 
standard. Since the Government is the sole tender of air mail, and 
a captive customer of the airlines, value of service considerations which 
would conceivably be appropriate in the case of commercial traffic 
certainly should not be applied so far as air-mail rates are concerned. 

The service which the Government receives should be designated 
by the Post Office and should be paid for on the same basis applicable 
in other situations where competition is not possible, namely, cost 
plus a reasonable return on the investment used and useful in rendering 
the service. 

Traditionally the Federal Government has at one time or another 
extended subsidy to new forms of transportation. At the present 
time the air carriers are the only furnishers of traasportation which 
receive substantial subsidies through the mechanism of mail payments. 
Mail payments to surface carriers and to steamship lines are not 
generally regarded as containing any large element of subsidy. 

Prior to 1936, steamship lines were subsidized through the mecha- 
nism of mail payments, but this system was replaced bv the direct oper- 
ating and construction subsidies provided for by the Merchant 
Marine Act of 1936. 

I believe it is generally agreed that the change from mail subsidies 
to direct subsidies in the shipping field has represented an improve- 
ment in the payment for mail services. It is now possible to estimate 
with much greater precision the amount of Government aid which is 
being made available to this particular form of transport. 

In urging the elimination of subsidy payments from the air-mail 
payments which are granted the airlines, the Department is merely 
proposing that mail payments shall not be used as a means of subsidiz- 
ing any form of transportation. Some subsidies will probably be 
required for some time to come until the industry reaches a state of 
economic self-sufficiency, but these payments will at least be identified 
for what they are and information will be available concerning the 
nature and extent of Government assistance to the air-carrier industry. 

Such information is essential as a basis for making informed decisions 
concerning the extent of the aid which should be granted to any par- 
ticular form of transportation and will be of assistance in enabling the 
executive and legislative branches of the Government to arrive at a 
proper balance with respect to promotional programs for all forms of 
transportation. 

There are pending before this committee four bills = the general 
purpose of separation of air-mail pay from subsidy. 5S. 535 would 
provide generally for the allowance of construction ~ operation 
differentials and for subsidy for the purpose of meeting assistance 
given to foreign operators. The subsidies presently being paid to 
the airlines are essentially developmental and a subsidy based on 
operational and construction differentials, or a subsidy which matches 
assistance given by foreign nations may bear no relation to the national 
need for air- -transportation services. 

The United States is the largest exporter of aircraft, indicating that 
American transport aircraft are competitive with foreign constructed 
aircraft, and therefore, that no real construction differential exists. 

Obtaining adequate information necessary to carry out a program 
based on construction and operation costs of foreign carriers would be 
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difficult. Furthermore, this proposal, patterned generally on the 
maritime subsidy program would apply only to the international 
carriers; and since the benefits to be derived from separation would, 
in my opinion, be reflected more promptly in the domestic field, | 
believe that another of the bills pending should be selected for 
congressional approval. 

S. 1657 appears to be intended to resolve the immediate problem of 
separation by establishing either the rate or a rigid formula for 
arriving at the rate to be paid for three classes of domestic carriers 
and for foreign transportation as a class. These rates would be 
effective until July 1, 1955. I have indicated my belief in the cost 
standard for the payment for mail services. 

The rates set by S. 1657 for the period from its enactment to July 1, 
1955, may or may not conform to this standard in the aggregate and 
would almost certainly not conform to a cost standard when applied 
to individual carriers. 

S. 1657 has eremereaee appeal because of its definiteness; however, 
under this bill, a carrier through no particular merit may obtain 
payments gre ale: in excess of its cost of providing mail service, while 
another carrier, through no fault of its own but because of its route 
structure and pattern, may receive mail payments that fail to meet 
the cost of rendering such service. 

In the latter case it is probable that the carrier could successfully 
contest the rate as confiscatory. Furthermore, history has demon- 
strated the generally unsatisfactory results which usualiy flow from 
establishment of rigid rates by legislation. 

The imposition of a cost-accounting system which would require 
the day-to-day allocation of costs to communities served by a carrier 
would impose a tremendousiy expensive burden on the carriers and 
and should be evaluated carefully to assure that the benefits there- 
from justify the substantial costs invoived. 

The problem of weighing the subsidy against the possible abandon- 
ment of service to a particular station should be resolved, not by 
balancing revenue against system-wide costs allocated to the par- 
ticular station, but by balancing the additional costs incurred by the 
air carrier in providing such service. 

| conclude, therefore, that the information which would be de- 
veloped by this requirement of the bill would not be of material 
assistance to the board in resolving this problem. Reoccurring 
investigations of the over-all subsidy as it relates to individual com- 
munities are valuable, but I do not believe that a continuous detailed 
allocation of such costs is warranted. 

The two remaining bills, S. 436 or S. 1137, appear to us to set 
forth most nearly the basis and procedure which we believe should be 
undertaken in this matter. We have, as a matter of convenience, 
directed our remarks to S. 436. We have examined the proposed 
amendments recommended by the Civil Aeronautics Board in testi- 
mony aiready presented to this committee and we urge that the bill 
amended in accordance with these recommendations be approved by 
the Congress. 

The amendment establishing the cost standards appears to me to 
clarify the standards and at the same time to allow sufficient admin- 
istrative flexibility. The amendment limiting payment of subsidy to 
carriers authorized to transport mail is consistent with present prac- 
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tices. The principal purpose of the present proposal is to authorize the 
ae ion of subsidy not to expand the classes of carriers eligible for 
subsidy. 

I believe that this controversial question should be fully considered 
and resolved independentiy. I am advised that the Bureau of the 
Budget has recommended an amendment to section (a) which would 
avoid the intermingling of responsibility between the legislative and 
executive branches of the Government for selection of persons or 
organizations to carry out studies necessary to the separation. Such 
an amendment appears appropriate. 

S. 436 would provide that payments for the carriage of air mail 
will be paid by the Post Office at rates determined by the Civil 
Aeronautics Board. Payments to assure the continuation of essential 
aircraft operations would be paid by the Civil Aeronautics Board. 
The Department believes that making subsidy payments a direct 
charge against the appropriations of the Board is a definite improve- 
ment over the present system. 

It certainly seems logical that the agency which is responsible for 
determining the extent of air transportation subsidies which are 
justified in the public interest should be required to justify its deter- 
minations when seeking appropriations to pay the subsidies. 


Moreover, removing the burden of air-mail subsidies from the- 


Post Office Department will assist in placing postal services on a 
businesslike basis. 

Certain difficulties will be encountered in ascertaining the costs of 
carrying different types of traffic, and for this reason I believe that 
the Board, which under the bill is to make the determination, should 
have a reasonable time to make determinations of cost of carrying the 
mail before the new system of payments is put into effect. 

The bill would set the effective date as March 31, 1952. We 
believe that sufficient time should be allowed from the date of enact- 
ment of legislation affixing responsibility on the Board for separation. 
While such determinations involve some difficulty, it is clear that they 
are essential to sound regulation and should be made on a continuing 
basis by the Government. 

1 think it desirable, therefore, that the Congress should decide 
immediately that subsidies and payments for the transportation of 
air mail are to be separated and direct the Board to proceed with 
its compensatory rate determination on the basis of that decision. 

The problem of compensatory mail rate determination in the field 
of air transportation appears to be no more difficult than in other 
fields of transportation in which cost studies have been made for 
vears. The Department of Commerce is aware that the Board has, 
during the time which has elapsed since the consideration of legislative 
proposals for this purpose by the Eighty-first Congress, undertaken 
extensive investigations of the cost of mail services. 

In this investigation the Board has been guided by the techniques 
for cost determination developed by the Interstate Commerce Com- 
mission in connection with both rail and motor carriers. 

Upon completing these investigations the Board should be in a 
position to establish air-mail rates for individual carriers or preferably 
for groups of carriers in the same general classification on the basis of 
the cost of performing the service plus a reasonable return on the 
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investment in facilities used and useful for rendering the mail service 
by the carrier. Once the initial cost investigations have been made, 
it is expected that they will be kept up to date through periodic 
revisions, taking into account any significant changes in costs. 

In view of the concern that has been voiced with respect to possible 
effects on the national security of separation of payments to our inter- 
national carriers, I have given special consideration to this aspect of 
the problem. I am advised that the President has stated that he 
favors prompt enactment of legislation providing for full-scale formal 
separation for these carriers, but that in view of the difficulty of 
accomplishing subsidy separation simultaneously for all carriers, he 
would interpose no objection to the Board’s undertaking the separa- 
tion in the domestic field, first providing that international separation 
is not delayed for more than 1 year from the effective date of the 
legislation. 

I am in accord with this decision. The perplexing problems in the 
international field can best be resolved in my opinion in the light of 
experience gained in the domestic field. I am not persuaded that 
setting forth the subsidy allowed, on the basis of individual carriers 
or major divisions thereof, would have a serious effect on our national 
security. Adequate authority appears to exist in section 1104 of the 
Civil Aeronautics Act of 1938 to provide against public disclosure of 
injurious detail in the course of a hearing before the Board. 

In summary, I urge the prompt enactment of legislation authorizing 
the separation of air-mail pay from subsidy for both domestic and 
international carriers. I believe that S. 436, if amended in accord- 
ance with the recommendations of the Civil Aeronautics Board and 
the Bureau of the Budget, would provide adequate authority for such 
a separation. 

Consideration should also be given to amending the bill to provide 
that the separation with respect to the international carriers may be 
deferred until the domestic separation is effective. 

I believe that passage of such a bill would represent a definite step 
forward toward placing the Government’s promotional program on a 
sound basis and would be of definite assistance to the Administration 
and to the Congress in evaluating the benefits being received from the 
Government’s air transportation subsidy program. 

The CHarrMan. We thank you very much, Mr. Secretary, for this 
presentation. Is there anything further that you wish to say, any 
comments or observations? 

Secretary Sawyer. I think not, Mr. Chairman. I am not tech- 
nically qualified to discuss the thing in great detail. The purpose of 
my presentation was to first reaffirm my feeling as to the desirability 
of separation; second, to support your bill 436, indicating that that is 
the preferable one; and third, to make it clear that I see fundamentally 
no objection ‘to the separation as far as international carriers are 
concerned. 

_The Cuarrman. You have made yourself very clear. We appre- 
ciate your coming here. Thank you very much. 

Secretary Sawyer. Thank you very much, Mr. Chairman. I 
appreciate your hearing me so promptly. 

The Cuarrman. We are glad to accommodate you. We know that 
you have a very busy day ahead of you. 
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Secretary Sawyer. I am glad to accommodate you any time, Mr. 
Chairman. 


The CuarrmMan. Mr. Amos Heacock, Air Coach Transport Asso- 
ciation. 


STATEMENT OF AMOS E. HEACOCK, AIR COACH TRANSPORT 
ASSOCIATION 


Mr. Heacock. My name is Amos E. Heacock. I am president of 
Air Coach Transport Association, Inc., the national trade association 
of non scheduled air carriers. The association I represent is a group 
of non subsidized air carriers. Because we are non subsidized and 
because we demonstrate that subsidy not only is not necessary but 
has become a strangling restriction on our air-transportation system, 
we have been subjected to a campaign of annihilation waged by 
scheduled air carriers and the Civil Aeronautics Board 

To protect the right of non subsidized small business to enjoy a 
competitive position, small though it may be in the Nation’s air- 
transportation system, we have of to face the full onslaught of a 
Government-supported monopoly using as weapons the unseparated 
subsidy provisions of the Civil Aeronautics Act of 1938. 

The Air Coach Transport Association is unqualifiedly opposed to 
S. 535 and S. 1657. We are opposed to S. 1137 with qualifications, 
and we support S. 436 with certain qualifications. 

A detailed analysis of these bills from our point of view will be 
presented shortly, but for the moment I would like to make a general 
policy statement of the association’s position as it relates to separation 
of subsidy legislation at the beginning of a period of a national airlift 
deficit, both for military and civilian purposes. 

Today the question is, What kind of legislation do we need for our 
national security? Not merely, Where do we draw the line that 
separates compensatory mail pay from subsidy mail pay? 

It is no secret now—or it should not be a secret, since an article 
was published in the May 28 issue of Life magazine, what is to be 
the basic tactics and strategy of our military leaders in a new war. 
You may recall the article. It was entitled, “The War We May 
Fight,” and the issue of Life pictured a falling paratrooper on the 
cover. 

Until this article came out into the open, I should have felt con- 
strained on security grounds not to reveal in a public presentation 
such as this the information I have gained access to in the last 2% years 
with regard to deployment of troops by air. Since 1943, long before 
I was financially interested in an air carrier, I have been an advocate 
of airborne assault operations. 

It appeared to me in 1943 that the value of Troop Carrier Command 
operations was greatly limited by the total reliance upon paratrooper 
and glider operations for the deployment of airborne troops. 

As a means of saving lives, as a means of gaining objectives with 
less loss of life, I urged airborne assault operations in place of un- 
supported paratroop and glider operations. As a pilot in the Troop 
Carrier Command, I felt the command owed its paratroop passengers 
more than to leave them suspended in mid-air equipped only with 
carbines and other light arms, and with only limited reinforcement 
and re-supply available. 
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I advocated that at Mon, Algeria, our troop carrier aircraft land 
on a dry lake bed secured as an air head and run a continual supply 
of artillery, gasoline, ammunition, and reinforcements into the 
airhead until the objective was taken. Some of my ideas appealed 
to Gen. Carl A. Spaatz, and I became his personal pilot and liaison 
officer with the Troop Carrier Command. 

Since the war, and especially during the past 2} years, I have, with 
an understandable feeling of pride, watched the concept of airborne 
troop deployment by assault transport aircraft become gradually 
embraced by our Army in their fundamental tactics and strategy. 

Gen. Matthew Ridgeway, an advocate of airborne assault opera- 
tions, whose troops we dropped in Sicily, has now been promoted to 
the top field command in our Army today. Maj. Gen. James M. 
Gavin, prominently mentioned in the Life article, was directed by 
Chief of Staff Gen. J. Lawton Collins to develop airborne tactics, 
using assault transport aircraft. 3 

Formerly on the Weapons System Evaluation Group in the Office 
of the Secretary of Defense, representing the Army, General Gavin 
was assigned last week to Supreme Headquarters, Allied Powers, 
in Europe. 

Gen. J. Lawton Collins, Chief of Staff, has called for a subsidy for 
airlift, if that is necessary, to provide a civil airlift reserve capable 
of transporting a division of men and equipment at one time. 

Although preoccupied with organizing our industry’s opposition to 
the Civil Aeronautics Board’s attempt to put our industry out of 
business via the three-trip formula, I found time to advise General 
Collins that our industry had prepared a six-step program to expand 
and mobilize the nonscheduled air carrier industry to the point that 
it would be capable on 48 hours’ notice to transport a division of men 
and equipment to any part of the world. 

The first two and a half steps of this program have been imple- 
mented already. The six steps of this program are as follows: One, 
industry representation on military installations; two, allocation of 
domestic military travel to the industry. 

The CHarrMan. Will you state No. 1 again? 

Mr. Heacock. Industry representation on military installations. 
That has been accomplished and employees of our association are on 
several Army camps and installations throughout the country and are 
today moving plane loads of soldiers returned from Korea out of the 
ports of embarkation at Seattle and San Francisco, and out of train- 
ing camps in the Midwest and the South to their homes on a delay 
en route, picking them up 10 days later, transporting them to the 
ports of embarkation. 

Two, allocation of domestic military travel to the industry; three, 
contracts for domestic transportation of personnel and cargo and for 
training of reserves for transport and assault operations. 

The contracts are being signed this week which will provide for 
official troop movements by nonscheduled air. 

Four, lease of available C-46 transports, military C-46 transports, 
to nonscheduled operators; five, assignment of new military assault 
transports to the industry; and six, mobilization of the industry into 
integral units of the military air transport service. 

Yes, as a result of directives emanating from the Office of the Secre- 
tary of Defense, the Munitions Board, and the Military Traffic Serv- 
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ice, nonscheduled airlines have been given representation on military 
installations. Yes, and the nonscheduled airlines have been allocated 
a much greater portion of domestic military travel. 

Finally, contracts are being signed this week which will place our 
lines in position to handle official troop movements after July 1. 

All of this has been done at a great saving to the taxpayer. The 
United States Army has Cihcnbaitel teas it costs the taxpayer 7.3 cents 
per mile to transport a soldier within the continental United States 
by rail. This includes the costs of the soldier’s time, the cost of 
mobile kitchens, and other services en route, and the guards necessary 
for military movements by rail. 

The CHarrman. Do you have that in documentary form, or is that 
just hearsay? 

Mr. Heacock. I feel that it can be secured from the Army. I do 
not have any documentary 

The CHarrMAN. 7.3 cents per mile seems pretty high. I hoped 
you might have that in documentary form so that we might check it. 
But go ahead. 

Mr. Heacock. No, I donot. I have discussed it with the military 
authorities involved and they conducted that study for the purpose 
of determining the desirability of expansion of air services. 

Contrast this surface-mile rate with the 4 to 4.3 cents per air-mile 
that the Government is paying to non-scheduled air carriers for move- 
ments of military personnel. As the military is able to organize 
these movements on a round-trip charter basis, the cost to the Govern- 
ment will be much less than half what itis by rail. That is an amazing 
statement. 

The CuarrMaANn. That is an amazing statement. 

Mr. Heacock. But it can be documented, and proved; and we 
who are in the industry know it is an everyday matter of fact. I 
will give you an example: The movements of agricultural workers, 
which are the lowest paid workers in the country today. Because it 
is difficult to get American workmen for this purpose, great numbers 
of Puerto Rican and Mexican laborers have been imported into this 
country. The growers’ associations have figured their costs down to 
the last penny, as you would expect them to do. They have deter- 
mined that it is cheaper to bring them in by air than it is to pay bus 
fare on the grounds that they have to pay the time of these men en 
route, their meals, and that the cost is much greater than the faster 
movement by air. 

As a result, these huge movements to the Midwest and to Washing- 
ton State and elsewhere are being made by nonscheduled air. 

At Camp Breckinridge, Ky., a few days ago 17 clerks whose duties 
were to process soldiers for movement by rail stood by while four 
employees of Air Coach Transport Association wrote up tickets for a 
mass movement of 600 men by air to airports near their homes in the 
Midwest and East, and made arrangements for the soldiers to rendez- 
vous at the same airports 10 days later for movement to the San 
Francisco and Seattle ports of embarkation. 

With the choice available to them, these men selected nonscheduled 
air over the troop trains and scheduled airline transportation. Hun- 
dreds of soldiers have been picked up at the San Francisco and Seattle 
ports of embarkation and have been transported to airports all over 
the United States that were located close to their homes. 
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Teletypes are being set up in the Air Coach Transport Association 
offices in Washington, D. C., in Lockheed Air Terminal at Burbank, 
Calif., in San Francisco, in Seattle, in Chicago, at Fort Riley, Kans, 
at New York, and at Miami. 

The teletype network is for a dual purpose. First, it facilitates 
rapid coordination of available military loads with available aircraft. 
Second, it provides the communication machinery to control the 
mobilization of every nonscheduled aircraft in the United States for 
an emergency military movement within 48 hours. 

In other words, gentlemen, if there should be, just as an example, 
a paratroop attack on Alaska, with this machinery set-up it would 
be possible to have troops up there on their way within 48 hours. 

The 24-year delay in separation of subsidy legislation has kept 
our industry weak. The continual harassment by the Civil Aero- 
nautics Board has prevented the normal development of bank loans 
and equity capital for financing expansion. The CAB policy of 
favoring heavily subsidized airlines and destroying nonsubsidized air- 
lines has weakened our contribution to the national security. 

Gentlemen, the policy of subsidy tied to mail pay is bankrupt and 
indefensible. Our industry, because it is nonsubsidized, has led 
the subsidized trough-fed industry into every new transportation 
market routed out since the war: The freight market, the air-coach 
market, the combination cargo-passenger market, the agricultural 
labor movements market. 

Facts and figures presented recently to the Senate Select Com- 
mittee on Small Business established that in 1950 the nonscheduled 
industry transported 2.8 percent of the passengers transported by 
scheduled lines and nonscheduled lines, but completed 9.6 percent of 
the total passenger-miles. 

The record fails to show that we have damaged the business of any 
scheduled line. On the contrary, the example of our nonsubsidized 
lines has led the scheduled industry to new markets and greater 
profits in lower cost air transportation. 

One of the bills before the committee, S. 535, purports to provide 
for separation of mail pay from subsidies in the case of air carriers 
engaged in international air transportation. However, the bill 
actually provides for greater subsidies to these lines in the face of 
facts which prove that subsidies, by preventing the free development 
of competition, inhibit and prevent natural expansion. 

The United States international airlines increased passenger mileage 
only 9.9 percent in 1950 over 1949. The domestic trunk lines were 
up 18.8 percent, and the nonschedule passenger-miles were up 67 
percent. 

We do not have to look far for the reason. The average price per 
passenger-mile in the international operations was 7 cents, with 
nonscheduled air carriers prohibited by Civil Aeronautics Board 
regulations from introducing price competition which would lower 
rates. 

The domestic scheduled lines increased at twice the rate of the 
international lines, at an average passenger-mile price of 5.5 cents. 
Finally, stimulated by the nonscheds, the domestic scheduled coach 
passenger- -miles at about 4.25 cents, increased 318 percent over 1949, 
The nonscheds, with an estimated average of about 3.5 to 3.75 cents 
per mile, inc reased 67 percent. 
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The Cuarrman. How much was the nonscheds? 

Mr. Heacock. 3.5 to 3.75 cents. It amounts to a little more than 
that now. The nonsched rate across country, about 2,650 miles, is 
$99, which is less than 4 cents. Of course there bave been $88 rates. 
In fact the $88 rate is fairly prevalent. They vary, of course, by 
location. 

The nonsubsidized carriers in the field of air cargo have also made 
phenomenal gains in low-cost air transportation. Phe Flying Tigers, 
Slick Airways, and the United States Airlines, formerly nonscheduled 
freight operators, but now enjoying certificated operating rights, 
almost doubled their ton-miles transported in 1950 over the 1949 
figure. 

These three nonsubsidized carriers flew 70,944,368 miles of freight 
last year; 36,390,076 ton-miles in 1949. Slick Airways, the largest 
of the three, gained 92.9 percent over 1949. Slick alone hauled 25 
percent of the total ton-miles of all certificated carriers. 

Against these impressive increases, the freight volume of the 
domestic scheduled trunk-line carriers increased only 19.2 percent last 
year over 1949. They flew only 61.6 percent of the freight traffic as 
compared to 72.4 percent in 1949. 

It is easy to predict that soon the certificated freight carriers will 
exceed the freight volume of the domestic trunk lines. These former 
nonscheds, given permanent operating authority, are really doing a 
job of developing air transportation called for by section 2 of the Civil 
Aeronautics Act. 

In the international field, the dismal facts are that the United States 
international scheduled carriers are yielding United States flag leader- 
ship to foreign lines. Yes, last year United States airlines lost their 
lead in cargo carried. Last year the United States lines hauled 43.4 
percent of the total cargo traffic, which compared with 53.7 percent 
in 1949. 

The United States increase in traffic was only 1.6 percent.as against 
53 percent for the foreign airlines. In contrast with this dismal pic- 
ture, Seaboard and Western, the only international nonscheduled all- 
cargo carrier, increased from 4.5 million ton-miles in 1949 to 9.5 mil- 
lion in 1950. It is obvious that the United States can recover United 
States flag leadership merely by authorizing nonscheduled inter- 
national passenger operations in combination with cargo operations 
as in the Alaska traffic. 

Civil Aeronautics Board discouragement of international opera- 
tions by irregular carriers is the greatest factor in losing ground to 
foreign carriers in both the passenger and cargo fields. Passenger 
traffic is prohibited for asneneaaen carriers in international opera- 
tions. 

In addition, cargo operations such as those of Seaboard and West- 
ern are discouraged by proceedings instituted by the Board to revoke 
their letters of registration for alleged foreign transportation of per- 
sons in common carrier operations and for frequency and regularity. 

While the Board entered a cease and desist order instead of the more 
drastic penalty of the revocation of Seaboard’s operating license, 
nevertheless interpretations of frequency and regularity to preclude 
twice-a-month operations to Geneva, Switzerland, for example, is the 
kind of harassment that is losing our cargo lead to foreign carriers. 
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This harassment discourages and limits nonscheduled operations 
except those operations between foreign countries beyond the author- 
ity of the CAB. 

‘It takes more than one government’s restrictive regulations favor- 
ing a privileged monopoly to arrest the advance of air transportation. 
Mr. J. R. Baldwin, Chairman of the Air Transport Board of Canada, 
has already proposed that Canada be the home for tramp steamers of 
the air. The rush of the American surface merchant marine to Pana- 
manian registry may be the forerunner of similar developments in the 
merchant marine of the air. 

Io fact, some of our operators in the domestic nonscheduled field 
facing the three-trip regulation planned on exporting their services 
to South America and to Europe for grateful governments who were 
prepared to welcome them instead of putting them out of business. 

In the last 60 days, one foreign purchasing agent alone, Silvio 
Mario Macheto Padrosa of Séo Paulo, Brazil, purchased nine DC—3s 
in the United States, most of them from nonscheduled operators who 
could see no future for their aircraft in the United States under the 
well known policies of the Civil Aeronautics Board. 

The subsidy approach we submit is preventing the natural competi- 
tive development of our air transportation system. ACTA favors the 
immediate separation of subsidy, a rapid elimination of subsidy, and 
the maximum forced draft development of a civil airlift reserve 
through legislation along the lines of the air merchant marine bills. 

The essential provisions of the air merchant marine bills, H. R. 448, 
S. 237, and S. 3507 of the Eighty-first Congress, are, one, to have the 
Government purchase and develop $100,000,000 worth of new long, 
medium, and short-range types of transport aircraft. Two, to design 
these aircraft as cargo transports which are readily adapted to military 
use. Three, to lease such aircraft to all qualified operators at a rent 
sufficient to return all or a great part of the production cost to the 
Government. 

Four, to provide for recapture of 50 percent of the excess profits 
over 10 percent earned by operators of such transport aircraft. Five, 
to provide for application of both rentals and recaptured profits to 
the purchase of the transports by the operators. Six, to provide that 
75 percent of the key personnel used by the airlines operating the 
leased equipment be organized into one of the military reserves. 

In addition, ACTA recommends that besides the principles of the 
air merchant marine bills, there should be included in a national 
airlift bill other provisions for the forced expansion of a nonsubsidized 
airlift reserve for national defense. 

Such a bill would guarantee the operating rights of the nonsubsidized 
airlines against CAB harassment; and should provide for allocating 
the overwhelming proportion of the transportation of first-class mails 
and parcel post to carriage by air at freight rates. 

A good formula for pricing the transportation for this huge market 
for nonsubsidized air transportation is the carriers’ filed tariffs for 
freight, plus a premium of 5 cents a ton-mile. Freight rates of 14 
cents per ton-mile, which is well within the range of nonsubsidized 
operations with new design cargo equipment, can take over the mail 
and parcel-post market at no cost to the Government. 

Universal mail by air could profitably be covered by a 4-cent stamp. 
The national airlift bill is not a subsidy approach if carriers leasing 
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aircraft are required to pay in rentals sufficient to retire or purchase 
the aircraft. 

Even if the rentals charged were insufficient for this purpose, the 
evils and inefficiency of the present subsidy system would be absent. 

By employing a parable, this truth is self-evident, for the United 
States Government in building a civil airlift reserve is like the man who 
had two methods open to him to have his house built. 

The first method was by cost-plus contract, with a lazy and ineffi- 
cient carpenter, which proved much too expensive. The more in- 
efficient the carpenter who had a monopoly on the job, the more it 
cost the proprietor. Considering the delay and undue expense of 
building the house, the householder called in additional carpenters. 
The carpenters were provided with tools which the proprietor rented. 
Then the carpenters, including the original carpenter, were paid 
according to the amount of w bk produced. 

Failure to earn sufficient to pay for the rental on the tools caused 
dismissal. 

The new efficiency gained by the householder is the new efficiency 
that the United States Government can secure in forcing the rapid 
completion of an airlift reserve by the national airlift bill approach as 
compared to the mail subsidy approach. 

I have some additional material here. I am going into the matter 
of discussing these bills in detail, but first I would like to cover some- 
thing that was mentioned on the subsidy question before this com- 
mittee earlier. 

I would like to read from American Aviation Daily, which is evi- 
dently an answer to some of the statements that I made here on the 
occasion of my opposition to the appointment of Delos Rentzel. 


Rentze. Rerutes Heacock CHARGES 


Refuting statements made to the Senate Interstate and Foreign Commerce 
Committee by Amos E. Heacock, president of the Air Coach Transport Associa- 
tion, CAB Chairman Delos W. Rentzel said, ‘‘Board records indicate mail pay of 
Central Airlines, Inc., is equal to $37.05 per mail-ton-mile rather than the $189.13 
cited by Heacock.” 

I would like to show you, Senator Johnson, a statement of the Civil 
Aeronautics Board here which shows at the bottom here, as the United 
States mail revenue per ton-mile, of $189.13 for Central Airlines. 
I can see how the mistake was made by Mr. Rentzel, because it is at 
the bottom of a column which includes $37.05 for the year 1950, and 
this happens to be for 1949. 

The CuarrMan. I do not read those figures. I thought that was 
$18,913.33. 

Mr. Heacock. The decimal mark is for cents, not dollars there, you 
see. So you point off two decimals, and you have $189.13. This is 
the cents mark here rather than dollars. 

Central Airlines is an example of the colossal inefficiency permitted 
by the Civil Aeronautics Board. They get $11 of subsidy for every 
$1 of outside commercial revenues that they obtain. They prevent 
the establishment of a nonsubsidized system in feeder line transporta- 
tion. 

The statement has often been made that we nonsubsidized carriers 
cannot operate on a short haul. We showed in the Los Angeles-San 
Francisco traffic that at 3 cents a mile, business was developed to the 
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extent that 60 percent of all passengers moved by air, and only 40 
percent by surface transportation. 

In carrying that computation into the United States as a whole, if 
that much additional air transportation is developed, we would have 
four to five times the airlift reserve that we have at the present time. 

Another statement made in this extract from American Aviation 
Daily, April 16, 1951: 

In connection with Heacock’s charges that Chicago & Southern had used ex- 
cessive depreciation rates to charge off aricraft to expense, the expenses being 
reimbursable as mail pay, Rentzel said, ‘“The statement shows a complete failure 
to understand the mail-rate procedures of CAB and also a complete lack of under- 
standing of the actual practice followd in establishing the final mail rate for the 
domestic system of Chicago & Southern. The answer to his contentions is that 
the depreciation periods allowed by the Board are reasonable in length, that 
depreciation is allowed only once on any piece of equipment, and any salvage 
value above the residual value after full depreciation is offset against the carrier’s 
need and dedueted from mail pay.” 


I would like to examine the last phrase, “‘is offset against the carrier’s 
need and deducted from mail pay.’”’ That is the big question. They 
paid out this mail pay under depreciation rates which naturally are 
iegal according to the Internal Revenue Bureau, but it left them with 
airplanes depreciated in the case of DC—3’s down to $3,000 apiece. 

I know of an airplane last week, a DC-—3, for which firm offers were 
made at $75,000. The DC-—4’s were depreciated down to a residual 
value of $30,000. Anyone that cannot get $500,000 for a DC-4 now 
under present conditions is certainly not a businessman. 

Now then, there is a great residual value left there with Chicago 
& Southern that does not appear on their books, and they have 
charged off as expense to mail pay these expenses of depreciation, 
regardless of whether or not it is legal or not. The fact was that 
Uncle Sam has been played for a sucker by paying losses which were 
in fact not true losses, and that in a period now when Chicago & 
Southern is naturally making a profit, there is no way of getting that 
back because even if they did force them to raise the value of their 
depreciated equipment, which they have not done, since they are 
not drawing the mail pay or they do not show the need at the present 
time, there is nothing to deduct it from. 

So I stand on my original statement in that connection. 

Finally, the extract says: 

In connection with Heacock’s attack on financial policies of Northwest Air- 
lines, Rentzel said, ‘““The Chart Heacock presented is based on the rather naive 
assumption that the costs of transporting passengers, mail, and freight are the 
same for transporting a passenger on tourist flights and first-class flights. If Mr. 
Heacock applied his reasoning to railroad transportation, he would be assuming 
that the cost of transporting pullman passengers, coach passengers, and freight 
are identical. This reasoning is so far from approaching reasonableness that no 
further answer is required.” 

First of all, I pointed out to the committee that they were average 
prices on passengers, mail and freight; and finally, we are not naive 
in this industry, but. we have been fighting for 2 years to get the Board 
to issue an order which says that the carriers shall be required to 
divide their costs, the costs of transporting mail, the costs of trans- 
porting freight, the costs of transporting passengers. 

Then we could prove beyond a shadow of a doubt, for instance, that 
American Airlines in charging rates of 16 cents a ton-mile on the 
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transportation of freight is charging a rate very much below their cost, 
which Slick Airlines has estimated to be about 32 cents per ton-mile. 

As a result, Slick Airlines has instituted a $30,000,000 antitrust 
suit against American Airlines and still the Civil Aeronautics Board 
does net require American Airlines to conduct their costs records to 
show what is the cost of carrying that freight. 

Incidentally, I have a copy of a decision by a district court in that 
antitrust case which says that the Civil Aeronautics Board does not 
have jurisdiction. The court does have jurisdiction, and that the case 
will come to trial. 

The CuairmMan. I understood you to say a moment ago that the 
costs of carrying cargo freight were about 14 cents. Can it be done 
for that? 

Mr. Heacock. It cannot be done at the present time, Senator, 
but with new design cargo equipment that is being produced now, 
if it was put into operation through such a means as an air merchant 
marine bill, the additional efficiencies gained on a projected cost basis 
would very well allow that. 

The CuairmMan. I am very much interested in your statement that 
air freight or cargo, whatever it may be, plus 5 cents would make a 
reasonable cost rate for carrying the mail. What would be a fair price 
for cargo transportation under present conditions? Would it be 28 
cents or 25? 

Mr. Heacock. I have some records here that will show the actual 
average prices charged for freight, and I will use them. 

The transcontinental freight operators are quoting from 14 to 18 
cents a ton-mile. Here we have American Airlines, and the record 
shows that for the 12 months ended September 30, 1950, American 
Airlines’ freight revenue per ton-mil was 19.97 cents. In other words, 
under that formula they would get 25 cents per ton-mile for transport- 
ing the mail. 

If that occurred, we know exactly what would happen. American 
Airlines would say, ‘‘We are carrying freight below cost,” and would 
up their tariff rates. That is all right, too. Then the nonsubsidized 
industry would move in and really develop the air freight industry 
and they would raise their rates up to, we will say, 32 cents, if that 
is their cost, and stick strictly to the air express and the passengers 
and the mail, and you would find a vast and immediate expansion 
of the air-freight industry. 

The CHarrMan. What do you think is a reasonable charge for 
cargo transportation, not a break-even, but a charge that would 
provide for good service and a profit to the operator and interest on 
his investment, just as a good sound business operation? I do not 
want a skinflint rate. What would you suggest as a generous rate 
but fair under present conditions? 

Mr. Heacock. A generous rate would be 25 cents a ton-mile. In 
the case of the all-cargo carriers, as I say, they are held down to a 
very close profit margin through competition with subsidized carriers. 
It has forced their rates from 14 to 16 cents, and if they had around 
20 cents, they would be making a good profit. 

In my own operation, which I believe is as low a cost operation as 
there is in the nonscheduled industry on a combination passenger- 
cargo basis, our operation shows that we consistently operate for 


ee ea 











revenues 1 
earned by 
We chal 
recently re 
of those ra 
revenue at 
15 to 17 e 
From tl 
within a fy 
before ver: 
The Cr 
committee 
rate of 42 
unconstitu 
process of 
Would : 
a rate of 4 
direction o 
do you thi 
be confises 
Mr. He 
that make 
The Cu 
heard fron 
Mr. He 
scheduled 
them to ¢ 
do that ve 
So if 42 
rate? No 
their costs 
they are ¢ 
The Cu 
Mr. He 
The Cu 
there with 
Mr. He 
records of 
ending Se; 
revenue to 
and dedu 
advertisin; 
accountings 
separated 
come to a 
Immedi 
fair. We 
costs mor 
unprofitab 
Now, tk 
is to deter 
Post Offie 
three stop 
to get som 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 133 


revenues 10 cents a ton-mile below the national average of the revenues 
earned by all nonscheduled air carriers. 

We charge to Alaska at 15 cents a pound, 19.23 cents per ton-mile; 
recently raised to 17 cents when the scheduled airlines went up. Both 
of those rates happen to be below cost. In our case it is the passenger 
revenue at rates of 30 to 35 cents per pound that make cargo rates of 

5 to 17 cents per pound possible. 

From this chart I can demonstrate exactly as we keep our costs 
within a fraction of a cent. If we did not, we would be out of business 
before very long. 

The CHatrRMAN. We have heard considerable testimony in this 
committee that the provision that we set up in our bill with a basic 
rate of 42 cents a ton-mile might become confiscatory and therefore 
unconstitutional in taking property away from people without due 
process of law and all that sort of thing. 

Would your experience in transportation lead you to believe that 
a rate of 42 cents a ton-mile might be very dangerous in a confiscatory 
direction over a period of 3 years? If such a rate were set for 3 years, 
do you think there would be grave danger that the 43-cent rate might 
be confiscatory? 

Mr. Heacocx. No. I would say that the answer to the carrier 
that makes that statement is 

The CuarrMAN. The CAB makes that statement. We have not 
heard from the carriers yet. 

Mr. Heacock. Here in the case of American, the largest domestic 
scheduled carrier, nobody is holding a gun over their head forcing 
them to charge 19.97 cents average per ton-mile for freight. They 
do that voluntarily. 

So if 42 cents is so unduly low, how do they explain their freight 
rate? Now then, if, on the other hand, we want to base this upop 
their costs and get away from this phony element below cost that 
they are charging for freight—— 

The CHarrRMAN. This competitive rate? 

Mr. Heacock. That is right. 

The CuarrMan. It is certainly a competitive rate that is put in 
there without regard to profits and without regard to costs. 

Mr. Heacock. That is right. Then it is easy enough to go to the 
records of the Civil Aeronautics Board and we find that for the year 
ending September 30, American Airlines’ total operating expense per 
revenue ton-mile was 44.25 cents. Then we go back into their records 
and deduct the costs here of passenger service, traffic and sales, 
advertising and publicity, and make a few other adjustments in their 
accounting system so that the ground costs of handling the mail is 
separated from the handling of passengers and so forth, and you would 
come to a very close estimate of what it costs to transport the mail. 

Immediately the carriers will turn around and say, “Oh, that isn’t 
fair. We want the value of the service, not the actual cost that it 
costs more to transport the mail, because we have got to go into 
unprofitable points.’ 

Now, that is not cost accounting. The purpose of cost accounting 
is to determine the actual cost. Then, knowing the actual cost, the 
Post Office can say, “Well, maybe I will cut out this stop or make 
three stops instead of eight stops in a day, and thereby will be able 
to get some kind of efficiency.” 
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It is apparent that cost accounting procedures have been set up for 
every industry. The Board has got it set up right here. The principle 
of it is that once a pound gets aboard an airplane, whether it is a 
pound of mail or a pound of freight or a pound of passengers, the cost 
is allocated to that pound; this is the cost of that transportation. 

On the ground the costs can be separated. It costs much more to 
generate passengers, advertise for them, provide for ticket offices, for 
lunches and so forth. There are certain costs of handling the mail 
that do not exist with the handling of freight. But there are many 
more costs that are saved in the handling of mail. 

The Cuarrman. Do you think that 5 cents a ton-mile over and 
above the costs of handling cargo freight would take care of those 
differences in the costs of handling mail? Do you think that 5 cents 
a ton-mile added to the cargo rate would be sufficient to meet those 
added costs? 

Mr. Heacock. Yes, sir. It isnot intended—I would say it would be 
all profit, the 5 cents a ton-mile. 

The CHarrMaAn. You made the suggestion of 5 cents. 

Mr. Heacocx. It would be all profit, you see. 

The CuarrMan. They are entitled to some profit, of course. We 
want to figure a profit in here. 

Mr. Heacock. That is right. But cupposing they establish a 
freight rate. Theoreticaliy that freight rate should be enough to 
return a profit. Then if they get 5 cents a ton-mile above thet, it is 
generous and it takes care of any statements that maybe we have got 
to have some expenses in connection with scheduling and so forth 
to meet the needs of the mail service; and I know that with such a rate, 
all of the freight carriers in the country would leap at the chance of 
handling all the mail at a price which in many cases is just as cheap 
as transporting by rail. 

There is no need for a surface transportation of mail in this air age. 
The Cuarrman. Do you think all fast mail ought to be carried by 

air? 
Mr. Heacocx. All first-class mail at compensatory rates. All 
first-class mail. As an example, and this is a bona fide proposal 
formally placed before the Civil Aeronautics Board, my company 
offered to transport mail to Anchorage and Fairbanks, Alaska, on 
schedules set up by the Post Office Department for $1 year for 1,000 
pounds per day each way. 

I used 1,000 pounds because it covers my estimate of the amounts 
that existed in 1948. 

The Cuarrman. Would that be a maximum? Would you get paid 
for 1,000 pounds? 

Mr. Heacock. At $1. Then anything over 1,000 pounds because 
I would expect a vast increase of mail service, especially parcel post. 
Those people up in Alaska need nothing more than a low-cost air 
parcel post system which will put them in touch with the stores in 
the United States, and I know that would develop a tremendous vol- 
ume. I said anything over 1,000 pounds to be charged for at our filed 
cargo rates, plus 5 cents per ton-mile. 

Here is the rate information. This is based upon the operations 
for the year 1950 by Air Transport Associates, my own company, and 
by Northwest Airlines, American Airways, Alaska Airlines, and 
Pacific Northern Airlines. 
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Pacific Northern Airlines and Alaska Airlines have been recently 
authorized to operate to Alaska to take over the business of the 
nonscheds. Let us see how they have shown their fitness, willingness, 
and ability to transport freight at 15 cents a pound. 

Here is the price over here: 15 cents a pound has been quoted by 
Air Transport Associates, Alaska Airlines, Northwest Airlines, and 
Pacific Northern. 

The CuarrMANn. Where is that? 

Mr. Heacock. That is between Seattle and Anchorage, Alaska, 
15 cents a pound. 

The CuHarrRMAN. That is 1,560 miles? 

Mr. Heacock. That is 1,560 miles. These are the prices charged. 
The nonscheduled airlines went into the traffic shortly after the war 
and brought rates down to 18 cents a pound. Then Pan American 
came along and said, ‘“‘We will take care of that kind of competition,” 
and broke the rate down to 15 cents a pound. 

The nonscheds met it, and the weaker nonsched carriers were 
forced out of business. Those with DC-—3s, and finally about three 
C-46 carriers have survived, our own company being the last one to 
operate to both Anchorage and Fairbanks. 

The Cuarrman. Can you convert the 15 cents a pound rate into 
ton-miles? We are talking about ton-miles and the cost of carrying 
the mail at ton-mile rates. What would 15 cents a pound amount to 
in ton-miles? 

Mr. Heacock. It would amount to approximately 20 cents per 
ton-mile. It exactly amounts to 19.23 cents per ton-mile. The 
reason is this:. A ton-mile is not only 1 ton for 1 mile, but it is 1 
pound for 2,000 miles. So this being approximately 1,500 miles, that 
is three-quarters of 2,000 miles, so to convert a ton-mile to a revenue 
mile for 1,500 miles, you add 33% percent. That is, if it was exactly 
1,500. 

So all of these rates, if you want to convert them in your own mind, 
just add a third and you have got the ton-mile rate from which they 
were originally derived. 

I took the ton-mile information and broke it down to the per-pound 
information in order to have it directly comparable with prices. 
So here there is the 15-cent per pound rate. 

Air Transport Associates finds its costs are 20.5 cents per pound. 
So even allowing for a deduction—one time we figured a deduction of 
3 to 4 cents for passenger costs over the price of freight, because this 
would not be the true price of transporting freight because it includes 
the combination passenger and freight; we are carrying freight slightly 
below cost and making it up through our revenue from passengers. 

We have a passenger rate of 30 cents a pound, and by carefully 
watching the proportion of passengers and cargo—in fact, we have to 
refuse cargo at times in order to have it leavened with the proper pro- 
portion of passengers—we have been able to conduct a very large 
freight and passenger business which brings us a revenue of 21.66 cents 
for the year. That allows us a margin of profit of 1.18 cents. 

The Cuarrman. On your over-all? 

Mr. Heacock. On our over-all. If we did not know our costs, you 
could see very quickly that that small margin could be eliminated and 
we could easily go out of business. But we do know our costs, and I 
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think every scheduled airline company really knows its costs, too, in 
spite of what they say when they come before a committee like this. 

We have to compete then against the scheduled airlines. First of 
all, we have Northwest Airlines, which is the only certificated carrier 
in Anchorage now which quotes 15 cents a pound on freight and 35 
cents a pound on tourist passengers, $70, to compete with the non- 
sched fare of $60. Their $70 fare is with four-engined equipment. 

The CuarrMAN. Do you figure a passenger with his baggage aver- 
ages 200 pounds? 

Mr. Heacock. That is used as the standard. 

The CuarrMaNn. It is used by the certificated lines and by you? 

Mr. Heacocx. Yes. So we find here that Pan American has a cost 
of 42.5 cents. But what they are doing with freight at 15 cents a 
pound we do not know. And what they are paying to four freight 
forwarding agencies as a commission for the securing of freight, when 
every non-sched carrier can get all the freight it wants over the phone, 
I do not know. 

But those commissions that are paid to freight agencies or freight 
forwarders by Pan American are one of the expenses that are charged 
- the Government as expense to determine the mail pay that goes to 
them. 

The CHarrRMAN. Do those cost items there pertain to cargo only, or 
do they apply to passengers as well? 

Mr. Heacocx. They apply to all that they carry. That is the aver- 
age cost of carrying passengers, freight, express, and mail. 

The CuarrMan. It amounts to 42.49 cents? 

Mr. Heacocx. Yes, because they do not break down their costs, 
and that is one of the things that we have been fighting for, to see to 
it that it is not eliminated from the separation of subsidy bills, that 
they are required to allocate their costs to freight, express, mail, and 
passengers. 

Then it is easy for the CAB or for a competitor to point ovt, “You 
have no business in this specialized freight picture putting us out of 
business unless you can make a profit at it.” There is not a certif- 
icated carrier in the business that is within range of making a profit 
out of it. 

Here we have the costs of Pan American. Here are the costs of 
Northwest, 47.5 cents a pound, 15 cents a pound for the freight. 

Alaska Airlines, 52 cents. In the case of Alaska Airlines, we are 
using their intro-Alaska operations and their nonscheduled opera- 
tions. They could point out that that is an unfair figure because 
intra-Alaska operations are admittedly more costly than operations 
to and from the States. But I want to point out this fact, that 
Alaska Airlines’ operations within Alaska are only a small proportion 
of their total operations, because they have engaged in a heavy 
nonscheduled operation. 

So this is more truly representative of their nonscheduled opera- 
tions which I have shown right here in the revenue column, their 
average revenue of nonscheduled operations, 32.72 cents per pound. 

Here we have PNA. There was no argument on that score. Both 
the examiner and the board said that PNA had shown themselves to 
be fit, willing, and able to take over the traffic now being transported 
7 the nonscheds at 15 cents a pound with an atrocious cost such as 
that. 
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One of the reasons they have run their cost up is that they operated 
pDC-4s on a feeder-line route. I have gotten on their DC-4 at 
Anchorage, and they stop at a little town of Cordova, with a few 
hundred people; seven passengers were aboard the DC-4. They do 
not care. The Government is picking up the check. 

As a result, you get a very inefficient operation. 

If you go into the prices that these people will pay for influence, 
for attorneys’ fees, | can show you there where Alaska Airlines has 
paid attorneys’ fees of over $178,000. Now then, you can judge for 
yourself whether it is necessary to pay that amount in attorneys’ fees. 
I say it is atrocious. 

The Cuarrman. In hearings before the CAB or just in the ordinary 
conduct of their business? 

Mr. Heacock. I will show you. 

The CHarrRMAN. I want to ask you some more about these costs. 
Are they just estimates by you? Where did you get the facts upon 
which you base those costs? 

Mr. Heacock. These are figures required to be filed with the 
Civil Aeronautics Board, available to the public. 

The CuHarrMAN. They are available to everybody? 

Mr. Heacock. Yes. They are official records such as those I have 
shown you. 

The CuarrmMan. That is the basis for all of your computations? 

Mr. Heacock. That is correct. I have taken the revenue ton- 
mile data and converted it to revenue-pound data for 1,560 miles so 
as to be directly comparable with the prices so as to show the dis- 
parity between prices and their costs here. 

Here is their revenue, and you can see why they are able to handle 
the freight at 15 cents a pound. Pan American’s average of mail pay 
is 12.36 cents on every pound of passengers, freight, mail, and express 
that they transport 1,560 miles in this Alaska service. For the same 
kind of a job, Northwest Airlines gets 26.33 cents. 

[ have made the public statement, and I make it again, that take 
away this strangling monopoly and we will carry the mail for $1 a 
year. Give us the mail pay and we will carry the passengers and the 
cargo free of charge. Here is my proof on that last statement. 

For 26.33 cents for every pound, when ATA has been receiving 
only 21.5 cents for carrying its passengers and cargo, you give us the 
mail pay and we would not take tickets. We would just transport 
the passengers and the cargo free of charge. 

The CuarrMan. The red lines indicate the revenues from mail? 

Mr. Heacock. I show it as red. Red usually means a deficit. 
This is to show that it is a deficit to the Government in this revenue 
column of the scheduled carrier. This is the amount of the mail pay 
portion of their total revenue. 

You see, it has no basis to establish efficiency. The scheduled car- 
rier that reduces its cost somewhat merely gets its mail pay reduced. 
The one that has the highest and most inefficient operation naturally 
needs more mail pay in order to make a profit and therefore they are 
awarded more mail pay. 

The CuarrMan. When you speak of mail pay, do you mean the 
one package of mail pay plus subsidy? 
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Mr. Heacocx. Yes. I am talking about the combination of the 
two, mail and subsidy. The proportion of compensatory charge is 
very small, and it is for practical purposes a subsidy. 

‘The CHARMAN. Let us go to the profit and losses there for just a 
minute. 

Mr. Heacocx. Here we have ATA making 1.18 cents per pound 
profit. That enables us, because of the volume and the turn-over, to 
develop a substantial profit on our investment, very, very substantial. 
Pan American here shows that if they had not been granted the mail 
pay, they would have had a 6-cent per pound loss. Northwest 
would have had an 11.5-cent per pound loss. Alaska Airlines would 
have had a 19-cent loss, Alaska on its nonscheduled operation; and 
this is Alaska on its scheduled and nonscheduled operations 

The CuarrMan. The second is the total operations? 

Mr. Heacocx. Yes. That is 16.49. Pacific Northern Airlines 
(PNA) would have had a loss of 32.5 cents on its nonscheduled opera- 
tions only, and a loss of 32.85 cents on its scheduled and nonscheduled 
operations. 

The CuarrMan. PNA has a scheduled and nonscheduled operation, 
oes it? 

Mr. Heacock. Yes. Both Alaska and PNA. They operate a 
nonscheduled operation between Seattle and Anchorage, and they 
have never been able to make a profit on it, unless you grant the 
exception in 1948 when Alaska Airlines carried 6 million pounds of 
Government contract supplies on a cost-plus basis; and there the 
extra cost was charged to the Government. 

It was building these construction camps up in Anchorage, and 
Alaska Airlines had its former men that were former employees of 
American Airlines before Jim Wooten went from American to Alaska; 
Mr. Essary and Mr. Dunkelberg were put into the traffic office of 
B.J Lf L., the one that had the largest share of Government contracts 
up there. 

You found that it suddenly became necessary to transport pipe and 
nails and that sort of thing by air because of the emergency, the 
emergency being that the carpenters were waiting for the nails or the 
pipe fitters were waiting for the pipe. 

As a result, over 6 million pounds under cost-plus contracts for 
the Government up there were approved for transportation by air. 

Then, if you will look into their regular cargo rates, you will find 
they were granted an increase over their regular cargo rates, so that 
that operation Uncle Sam paid the price for also. 

But on this whole operation, the Alaska Service case covering 3 
years now, they have had their hearings and they have had their 
determinations; and they have had proceedings that are supposed to 
be proceedings of law and to determine facts. 

They admit that there is no traffic up there except the traffic that 
is now being carried by the nonscheds that would justify two more 
certificates up there. So they state quite frankly that the two new 
certificates are to take over the traffic now being transported by the 
nonscheds, and they have so found. They have found these carriers 
fit, willing, and able to transport freight at 15 cents a pound. 

It is such an abuse of discretion that my company will appeal the 
matter to the Supreme Court of the United States if necessary because 
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it is certainly an abuse of governmental agency procedure and a 
wastage of Government funds. 

We have already appealed to the circuit court of appeals on North- 
west Airlines. Northwest Airlines a year after Pan American went 
after the nonsched traffic with a 15-cent-per-pound rate dropped to 
15 cents a pound, and then started to incur great losses by doing so. 

We contend that the Civil Aeronautics Act provides for the payment 
of mail pay ont. under a showing of honest economical and efficient 
management. That is the act. There has been no finding of honest, 
economic, and efficient management, and so we have gone into court 
to enjoin against the payment of $14,489,000 worth of air-mail pay to 
Northwest Airlines on the theory that it was not necessary under 
honest, economical, and efficient management to transport freight 
at less than one-third of their costs and charge the balance to mail pay. 

The CuatrrMan. May the committee borrow that chart from you? 

Mr. Heacock:. It certainly may. 

The CHarrMAN. Some of the other members are not here and I 
would like to have them see it. 

Mr. Heacock. I would like to make some changes today. I am 
having the thing multilithed today, and I could give you several 
copies then. 

The CuarrMan. That would be fine, if we may have a copy for 
each member of the committee. That would be better than the chart, 
although we want the chart, too. 

Mr. Heacock. I will bring the chart back, too. 

The CHarrMAN. Do you have charts of any other routes other than 
the Seattle to Alaska route? Do you have charts or do you have 
“y figures on cargo carriage? 

Mr. Heacockx. No. You usually find that those are handled by 
the carriers directly involved. I am sure for instance that Slick 
Airlines would have charts showing the comparison of their operation 
with American Airlines. 

The CuarrMan. Maybe we can get some charts and some informa- 
tion on those points from Slick and from some of the other certificated 
cargo carriers. That is fine. We thank you very much for that 
chart. If you will make some copies of it, we would like very much 
to have copies. 

Mr. Heacock. Yes. I have two other parts of my presentation. 
I have already explained this chart here, but I would like to go a 
little further into some points here with regard to the effect of subsidy 
‘on expansion of our airline system and the driving out of nonsubsidized 
operations. 

I have here the profit-and-loss statement for Pacific Northern Air- 
lines for the years 1948, 1949, and 1950. It shows that their mail pay 
for 1948 was $363,138; for 1949, it was $395,353; and for 1950, it was 
$502,536. 

I have deducted here their mail pay and their nonscheduled-services 
revenue from their total revenue of $1,617,000 for the year 1950, 
and that leaves about $900,000 worth of revenue that they got from 
their scheduled operation, from their passengers and their freight and 
express transported. 

To give an idea of the size of the operation, Air Transport Associates 
also carried about that amount in revenue, with $911,417 worth 
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transported. But the big difference is that ATA transported 3,269,871 
ton-miles, which is about double what was transported by PNA at 
that rate. 

In other words, the scheduled operation is not justified by the 
national defense, for instance, because the nonscheduled carrier has 
the demonstrated ability to transport double the ton-mile capacity. 
And if national defense considerations are paramount, it would call 
for the elimination of these carriers, if necessary, in favor of the non- 
subsidized carrier. The equipment, the pilots’ know-how, avail- 
ability for national defense would be much greater. 

The CuarrMAN. We will be glad to have you make that a part of the 
record. 

(The document will appear in the record as follows:) 


Alaska Airlines, Inc.—Statements of profit and loss, Schedule B, C. A. B. Form 41 


1949 1950 ! 
(revenue ton-miles, (revenue ton-miles, 
8,358,261) 4,333,571) 





! 


| Per rev- | Per rev- 
Amount | enue Amount enue 
jton-mile ton-mile 


Operating revenues: 
Passenger. _-.. -- $461, 025. 44 $0. 0481 $338, 427.84 |$0. 0405 $410, 867. 45 | 
Mail. | 397,558.50) . 0415 525, 715. 36 . 0629 571, 111.13 | 
Express. __- ...| 98,802.31 | .0103 89, 628.22 | . 0107 . 30 | 
Excess baggage | 13,892.02 | .0014 14,317.88 | . 0017 28. : 
Nonscheduled ‘services----.----- | 2,677, 605.62 | .2794 | 2,919, 608.06 | .3493 1, 555, 038. 32 | 
Other transportation._-_.......-| 1, 126.53 | . 0001 565. 27 | . 0001 483. 77 

|- ——} —. — _ 

Ne ctaitral aecectetaatnsicnn nlite i 3, 650,010.42 | .3808 | 3, 888, 262. 6 4652 | 2, 623, 725. 26 
Incidental revenues. ......-....-.---- | 206,626.05 | .0215 158, 392. 21 | . 0190 83, 316. 46 | 


Total operating revenues. --.-- 3, 856, 636. 47 . 4023 | 4 4, 046, 654.84 | . 4842 2, 707,041.72 | .6246 


Operating expenses: 
Direct expenses_---.-....-- |} 2,318,321.93 | .2419 | 3,343,314.96 | .4000 | 1, 855,188.46 | . 4281 
Indirect expenses-...........--. | 1,317, 384.83 | .1374 | 2, 198,779.35 | . 2631 | 1,035, 700. 75 2389 








| 3, 635, 706. 76 3793 | 5, 542, 094. 31 | . 6631 | 2, 890, 889. 21 1 6670 





Net-operating income or loss_---- A 220, 929. 71 . 0230 ‘a, 495, 439, 47)| i. 1789) | _ (183, 847. 49) | 04: 24) 


Net operating income or loss---.-~-~-- 220, 929. 71 |(1, 495, 439. 47) | | ~ (183, 847. 49) ; 
Deduct: Mail pay included | 307,558.50 j........;| 525, 715. 36 | : 571, 111.13 |-- 





Net loss without mail pay (176, 628. 79) e O21, 154. 83)| | (754, 958. 62) |. 





( ) Denotes loss. 
1 1950 figures are for 9 months ending Sept. 30, 1950, only. 


Mr. Heacock. I go on to some operating statistics here on Pacific 
Northern. During the year 1948 and 1949 the revenue passenger- 
miles transported by Pacific Northern in 1948 were 7,971,000 pas- 
senger-miles. In 1949, 6,194,000 passenger-miles. This compares 
with 16,000,000 passenger-miles transported by Air Transport Asso- 
ciates during 1949, which would be at least 25,000,000 in 1951. 

The total revenue ton-miles transported by Pacific Northern in 
1948 was 995,668. In 1949, 854,124. That compares with 3,269,871 
ton-miles transported by Air Transport Associates. 

So as far as support for the national defense is concerned, you have 
an operation doing six times the ton-miles of transportation in non- 
subsidized operations which should be preserved rather than a sub- 
sidized operation. 
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Also we show the nonscheduled operations here of Pacific Northern. 
They show, for instance, that in 1948 they transported 360,000 ton- 
miles of nonscheduled operations, 300,000 in 1949. 

Now let us get down to some other evidences of efficiency here. 
Pacific Northern Airlines, for instance, in 1948 and 1949 had this 
record as to the utilization of their equipment. In 1948 their DC-—3’s 
were used only 4 hours 57 minutes a day. DC —4’s, only 2 hours and 
3 minutes a day. Cessnas, 1 hour a day. Stinsons, 1 hour and 
33 minutes a day. 

In other words, an average of about 3 hours a day. 

Nonscheduled operators would not be able to maintain that low 
utilization and still keep their expenses down. Therefore, the three- 
trip regulation, for instance, which would have cut down the utiliza- 
tion would have increased our costs to the point where we would be 
most certainly put out of business. 

So in 1949, their average was 2 hours 33 minutes per day on their 
aircraft; and in 1950, 2 hours 50 minutes on their Cessnas and Stin- 
sons; and intra-Alaska operations, only 55 minutes a day were shown. 

Yet for the purposes of mail pay, their management is determined 
to be honest, economical, and efficient. 

I would like to go now into Alaska Airlines. Alaska Airlines has 
a profit and loss statement here showing that in 1948 they received 
mail pay of $397,558; in 1949, $525,715; in 1950, $571,111. 

This amounted to a net loss, if you deduct mail pay, of $176,628 
in 1948; $2,021,154 in 1949; and $754,958 in 1950. If you add those 
together, you find that they have had losses of $2,952,742.24. Except 
for mail subsidy, they could not possibly exist. 

Nevertheless, Alaska Airlines in 1949 paid out to three firms of 
attorneys for retainers: and legal services, $50,491. In 1950, to four 
firms of attorneys they paid out $128,291, for a total of $178,782. On 
their deferred account, they show charged to the obtaining of the 
certificate in the Alaska Service case some $72,000. 

These amounts, of course, if you will check them, I think you will 
find that they are allowed as expenses in determining mail pay. I 
could not be positive of that because they make their determination 
where we cannot investigate. 

The operating statistics show that Alaska Airlines here is primarily 
a nonscheduled carrier. Their scheduled operations in 1948 amounted 
to 643,809 revenue ton-miles. But their nonscheduled operations 
amounted for the total revenue ton-miles of 8,270,333. 

In other words, only a small fraction of their operation is scheduled 
operation and susceptible to mail pay. Therefore, they are a non- 
scheduled operator just the same as any other, and they should be 
treated as such in determining whether they should be favored on a 
particular route over another nonscheduled carrier. 

But just because they have got their hand into the Treasury by 
having a small scheduled operation, that puts them in the driver’s 
seat as far as the Civil Aeronautics Board is concerned. 

The revenue hours per day of operation of Alaska Airlines, to give 
an idea of its efficiency, is 1949: on their DC-—3’s, 3 hours 33 minutes 
per day; DC—’s, 3 hours 39 minutes a day; C-46’s, 2 hours 33 
—— And their single and twin-engined feeders, 36 minutes 
a day. 
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In 1949 the average per day for their equipment per day was | hour 
33 minutes; in 1950, 1 hour 26 minutes a day. There is not a non- 
scheduled, nonsubsidized company in the country that could survive 
under that inefficiency of operation; only the mail pay causes them to 


survive. 
I would like to point out what the people of Alaska think about this 


situation. 

The CuarrMan. First we will insert in the record at this point that 
document from which you have been giving those figures. 

(The document will appear in the record as follows:) 


Pacific Northern Airlines, Inc.—Statements of profit and loss schedule B, CAB 
Form 1041 


948 1449 1950 
(revenue ton-miles, (revenue ton-miles, (revenue ton-miles, 
1,356,433) 1,154,901) 1,479,152) 


Per rev- Per rev- Per rev- 
Amount enue enue 
ton-mile ton-mile 


Operating revenues: 
P $930, 579.77 |$0. 6847 745, 647.16 |$0.6456 | $792,344. 99 
363,138.01 | . 2672 395,353.76 | .3423 502, 536. 69 
Bledsoe . lealnncebiei 72, 450.70 | . 0533 94, 896.84 | .0822 114, 997. 70 
Excess baggage. - seeded 12,976.08 | .0095 14,208.18 | .0123 12, 631. 40 : 
Nonscheduled services... _-_- , 330. ; 180,991.87 | . 1568 194, 891. 40 a 
Other transportation 2, 898. 10 UIE Banirbecnd thoes shes 


NN Lo sen en a 1. 1054 | 1, 433, 995. 91 1. 2417 1, 617, 402. 18 4 
Incidental revenues-.--......--- binokeas 212.70 | .0002 | 3, 468. 54 . 0030 6, 273. 34 


Total operating revenues 1, 502, 688. 22 | 1. 1056 | 1, 437, 464. 45 1. 2447 | 1, 623, 675. 52 











Operating expenses: 
Direct expenses. -- are 747, 279.83 | . 5498 764, 193.90 | .6617 765, 153. 90 
Indirect expenses - _ - _.-- 711, 045. 14 . 5231 779, 401. 70 . 6749 837, 279. 23 

1, 458, 324.97 | 1.0729 | 1, 543, 595.60 | 1.3366 | 1, 602, 433.13 = 

Net operating income or loss 44,363.25 | .0327 (106, 131. 15)| (. 0919) 21, 242. 39 | 

Net operating income or loss........| 44, 363. 25 (106, 131. 15) | 21, 242. 39 |___. 

Deduct: Mail pay included.........| 363, 138. 01 395. 353. 76 


Net loss without mail pay - - (318, 774. 76) |....-.- | (501, 484. 91) (481, 204. 30)| 
| 











( ) Denotes loss. 


Civil Aeronautics Board, Bureau of Economic Regulation, Accounting and Rates 
Division, recurrent report of financial data, domestic air mail carriers feeder 
lines 1950 





All American Bonanza | Central | Empire Frontier 


(2) (3) (4) 


| 


12 months ended Sept. 30, 1950: 
United States mail revenue | 
(adjusted) -__- __.....|$1, 616, 376.00 | $412, 563.00 | $582, 467.00 } $609, 390. 00 | $2, 051, 704. 00 
United States mail revenue 
(adjusted) per ton-mile_---. 3, 956. 76 10, 072. 34 3, 735. 92 3, 094. 14 3, 266. 63 
12 months ended Sept. 30, 1949: 
United States mail revenue 
(adjusted) aie _| 1, 536, 561. 25, 533. 00 651, 058. 00 2, 226, 321. 00 


United States mail rev enue E 
(adjusted) per ton-mile_- , 548. 18, 913. 33 3, 157. 87 3, 337. 91 
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Mr. Heacock. I would like to point out what the people of Alaska 
think of this absentee bureaucracy that tells them how they are to live 
practically. Governor Greening, for instance, said: 


In addition to the scheduled airlines we have had, until CAB started cracking 
down on them and they have been practically put out of business, a number of 
nonscheduled carriers who served communities not served by the scheduled carriers 
who rendered a service not rendered by the scheduled carriers, and upon whose 
services whole communities and businesses and activities were dependent. 

The nonscheds rendered all kinds of useful service. In my judgment they com- 
peted only to a very limited degree with the scheduled carriers. Roughly I 
would say they completed to the extent of 10 or 15 percent on the edges, and to that 
extent the competition was useful. It brought down rates and furnished the 
advantages we lose when we have monopoly. 

In general, I should say 85 to 90 percent of the traffic of the nonscheds was 
supplementary and was traffic that would not have existed otherwise, and built 
up the whole economy to the advantage of not only Alaska, but of the scheduled 
air carriers themselves. 

I submit that the more we develop Alaska, the more economic activity we have 
and the more people we supply and bring it about that they can live there, the 
better it will be for all concerned, including the scheduled carriers. We have 
tried to get this message across to the CAB repeatedly. Letter after letter has 
been written. We have urged them to come up here and look the situation over. 
We might just as well have talked to a stone wall. 

The policies of the CAB through the years have been diametrically opposed to 
the policies of the administration which are to develop Alaska, to increase its 
population, to make it in that far northern part of the world, and those northern 
latitudes right opposite Soviet Russia an example of the American way of life. 


That is the Governor. The Alaska Legislature says in the House 
Memorial No. 52, adopted March 17, 1951: 


To the Honorable Harry 8. Truman, Delegate Bartlett, Delos Rentzel, Chair- 
man of the Board, and Amos Heacock, President of ACTA: Your memorialist, 
House of Representatives of the Territory of Alaska, in twentieth session as- 
sembled respectfully represents, whereas nonscheduled airlines first proved the 
possibility of air freight to Alaska with resulting lower rates, and whereas non- 
scheduled airlines have been the only carriers to provide the Territory with 
adequate transportation to many areas, and whereas it has been proven an 
economic advantage for the transportation of fishermen, cannery workers, miners, 
construction workers, and many others, and whereas many places in the Territory 
are dependent upon air freight for foodstuffs such as fresh vegetables, eggs, meats 
and other perishable products, and whereas the nonscheduled air-freight business 
is slowly being driven out of Alaska through constant and undue restrictions 
imposed by the Civil Aeronautics Board resulting in inadequate air services, and 
whereas alternate means of transportation, common in the States, such as rail- 
roads and truck lines either do not exist in Alaska or serve only limited areas, 
now wherefore your memorialist, the House of Representatives of the Territory 
of Alaska, in twentieth session assembled respectfully urges that the Civil Aero- 
nauties Board study carefully the vital necessity of adequate air service to and 
within the Territory, and wherever further hearings are held for the purpose of 
suspending, revoking, or curtailing the operation of any air carrier doing business 
within, to, or from Alaska, that due consideration be given to the necessity of 
adequate air service for the Territory and the needs and wishes of the people of 
Alaska be respected. 


This was received 3 days before the hearings on the revocation of 
the letter of registration of my own company. I had no knowledge 
that it was being prepared, although two previous memorials were 
submitted to the Civil Aeronautics Board and ignored by the Board 
on this question. 

What is the Board’s attitude up there? Taking the statement of 
Miss Sally Carrigar, in testimony before the Senate Small Business 
Committee, states: 

Mr. Robert O. Kinsey, who is Regional Director for Alaska— 


that is, Regional Director of the Civil Aeronautics Board— 
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boasted to me that he had reduced the nonscheds from 28 to 4 and that all the 
four are on the way out. 


To give an idea of this mail-pay—I am tempted to use the word 
because there is no better word that describes it—racket within 
Alaska, in going into this matter, let us take the case of these seven 
villages. 

There is no late census of these seven villages from Nome to Unalakleet, so | 
checked with the regional staff of voters. In the seven towns there are 165 
Eskimo voters. They get this service three times a week. A postmaster told 
me that quite often the pouches they carry away from the villages carry but a 
single letter. 

From Unalakleet down to Bethel down here there are 10 towns. The largest 
have 75 people. They are the most primitive Eskimos in Alaska. They cannot 
read and write, so I said to Mr. Kinsey, this Regional Director of the CAB, 
‘‘What in the world are the mail planes doing down there? They fly five times a 
week down there, thereby prohibiting the bush pilots from going out.”’ 

They have adopted a regulation that the nonsubsidized bush pilots 
cannot operate between any two towns where the scheduled carrier 
operates three times a week. 

“He said, ‘Oh, the freight has increased six times in the last three 
years.’”’ 

The CuarrMan. Is that a new name for nonscheds, “bush pilots’? 

Mr. Heacocx. Those bush pilots have been a tradition in Alaska 
for a great many years. Most of them have been with the Territory 
for a long while. They are the carriers that go out to a trapper and 
bring his mail and pick him up; who have responsibility for the men, 
the residents in a certain area on their runs. They watch to see if 
there is smoke coming from a cabin. If there is not, they drop down 
to see if somebody is sick. They take expectant mothers to hospitals; 
they perform mercy flights; they are a part of the tradition of Alaska. 

And since the dog sled has been eliminated, the Alaskan people are 
absolutely dependent upon them. 

The CuarrMan. Do they operate helicopters? 

Mr. Heacock. No; they do not operate helicopters very much; not 
commercially. 

The CHarrMANn. How do they land in all these places? 

Mr. Heacock. They land on a little sandbar in ariver. They land 
on the beach along the Cook Inlet. They will land in a little open 
clearing. They will have a space marked out in the snow by a trapper 
that he has tramped over to see if it is level. It is amazing how 
they get in anywhere. 

Of course, since these towns that are being served by the scheduled 
airlines have as little as 75 people in them, and since the major portion 
of their revenue is operating from town to town, as soon as that 
revenue is taken away, they are not even able to conduct their service 
into the interior, to the isolated trapper and others. 

So as a result they are going out of business. The trappers are 
pulling up stakes and the economy of Alaska is suffering. 

Referring to Mr. Kinsey, Miss Carrigar says: ‘“‘He said, ‘Well, 
some is very bulky. Garbage cans, for instance. You can only get 
two garbage cans in a plane.’ J said, ‘Are they ordering garbage 
cans?’ He said, ‘Oh, yes.’ That is hard to understand because 
hungry dogs are actually a problem. They eat people up there. You 
could never get from the door to the garbage can without being at- 
tacked by a dog. 
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“Go back just a moment to Art Johnson and his being put out of 
business’’—one of the bush pilots. ‘The scheduled line is supposed 
to go down there three times a week. When I was gathering some 
of this material for an editorial that The Saturday Evening Post was 
interested in’”—incidentally, The Saturday Evening Post editorial 
was this: ‘Alaska Needs Bush Pilots; Why Kick Them Out, by Sally 
Carrigar.”” The last paragraph of that is interesting: 

The Board must revise its inflexible, insensitive policy or be ordered by Congress 
to do so. It was never intended that the Board should have power to reach so 


far into the lives of the citizens; power indeed to determine whether they may 
survive. 


The CuarrmMan. Where does the Board get its authority over the 
so-called bush pilot? Because Alaska is a Territory? 

Mr. Heacock. Because Alaska is a Territory. 

The CHairMan. It is an intrastate operation? 

Mr. Heacock. That is correct. Alaska is the only place where the 
Board has separate jurisdiction and a separate operation and a separate 
set of regulations for the Territory. They have special regulations for 
so-called pilot-owners, bush pilots, nonscheduled operations of sub- 
sidized lines and for scheduled operations of subsidized lines. They 
have got special regulations and a special office in Anchorage. 


When I was gathering some of the material for an editorial that The Saturday 
Evening Post was interested in, I found that actually the scheduled line was only 
going out two times a week. In other words, Art Johnson was put out of business 
on, shall we say, a discrepancy. Mr. Kinsey said that for the last year there had 
been a misunderstanding about that. They only went out two times a week and 
they were supposed to go out three times a week; and it would be interesting to 
know if they collected mail pay for the three times a week, because that was the 
schedule that was inthe record. Incidentally, the plane they use which is tied up 
six days a week charters at $45 an hour. 


Evidently it is a single-engine airplane. 


I do not know how their bookkeeping goes as far as reckoning the mail pay is 
concerned, but I imagine it should not be far from $45 an hour, which figures out 
at the $112,320 a year to take mail to 165 or 175 illiterate Eskimos who do not want 
it. They would much rather have Art B. Johnson. 

Senator SPARKMAN. They do not want the mail? 

Miss Carricar. I mean they do not get the mail. The plane just comes over. 
The plane gets paid for the mail and it just flies over the village. It does not have 
to come down. It just flies over. It just has to fly over the village in order to 
collect mai! pay. 


The degeneration of this subsidy into a racket is something that 
should be forever eliminated by the separation of subsidy bill. 

Mr. Goodman, another witness who operates a wholesale business 
called Continental Consumers Co. of Seattle, Wash., and transports 
hundreds of thousands of pounds of fresh food to the Territory, 
had this to say: 


But we have had, as the Governor pointed out, a great many airlines start in 
business only to be put out of business by frequency of flights into the Territory, 
which is constituted to be a crime. It is constituted to be a crime because they 
are competing directly with the scheduled air carriers. 

It is constituted to be a crime evidently because they are entering into free 
enterprise, which I understand this country is built upon. We have in Anchor- 
age a very serious case. At one time I believe there were in the neighborhood of 
one dozen nonscheduled carriers operating into Anchorage. There was one 
scheduled carrier, Northwest Airlines, operating from Seattle to Anchorage. 

However, the business was great enough to support all these carriers and, of 
course, too great, as I repeat again, to the point that they were forced, because 
of the frequency, to go out of business. 
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At this point we have one nonscheduled air carrier, Air Transport Associates, 
handle our freight completely almost in effect to Anchorage from Seattle. It is 
the last one. We transport in the neighborhood, or cause to be transported in 
the neighborhood, of around 100,000 tons of fresh produce, eggs, milk, and the 
sort. 

Senator SparKMAN. 100,000 pounds over what period of time? 

Mr. Goopman. If we lose this carrier we do not know what we are going. to 
do. For a country that is so far removed from a source of supply as Alaska in 
the northern points of Anchorage and Fairbanks, it would be catastrophic to 
believe that any organization, any Government agency, would allow such a 
thing to take place. The people of Alaska in our larger cities, in Anchorage and 
Fairbanks, are very much against the past activities of the CAB regarding their 
business—well, putting the nonscheds out of business who are serving them so 
well through the past. 

Northwest Airlines is not providing adequate service in the freight line for the 
people of Anchorage as evidenced by the fact that they declared a complete 
embargo on all freight carriage for the last period, I should say, of a month. 
They refused to haul a pound of it. 


That is common with the scheduled carriers. When the passenger 
traffic, which is profitable traffic, is at its peak in the spring, they 
just dump their freight traffic. Our own company built itself up to 
the largest nonscheduled line to Alaska simply on the principle of 
accepting all of that perishable traffic even when we had to put 
passengers off the airplane because we did not have room for them. 


In other words, we took the lower rate freight and gained a reputation that we 
were the one carrier that would see to it that the produce got up there regardless 
of what other revenue was available. 

That left the burden on ATA, the last nonscheduled carrier. The merchants 
up there whom I know almost to the man by his first name as I do every merchant 
in the Territory have expressed deep concern over this fact and are at a complete 
loss as to what they should do other than wiring the CAB thousands of words 
as they have done in the past, less this last carrier should be put out of business 
especially in our peak seasons. 

We do not know what we are going to do if we lose this last carrier. We do not 
think it is fair to the people of this Nation to put this last carrier out of business 
when it is providing services which are invaluable to the Territory without 
subsidy and then turn around and put a carrier in there who will cost the people 
money in the form of high subsidies to serve them. 

We feel that the service to Anchorage and to Fairbanks by the nonscheds has 
been good. It has been a safe operation. It has been one where you could pick 
up the phone and say, “I have to have this in a certain length of time’’ and get it. 
It has been one almost of a scheduled nature into Anchorage and one that we could 
depend upon, where the scheduled operators operating into Anchorage and sup- 
posedly providing the type of service the Territory needs, too often fail going into 
Anchorage in giving us the type of service that we need. 


Now I want to go back here to something else that I brought up 
before this committee in a previous presentation and explain it. It 
was with regard to my criticism of Mr. Robert Ramspect. 


If, gentlemen, in time you find me unduly critical of individuals, please forgive 
me. I have no interest in attacking individuals as such. However, if those 
individuals, whether short-sightedly, mistakenly, or for less excusable reasons, 
are blocking a path to an adequate airlift for our national defense, then, gentlemen, 
I feel compelled by my conscience to expose their position. 

Thus, when I mentioned the name of Mr. Robert Ramspect before the Senate 
Interstate Committee recently, it is not because he had been doing a job for an 
association of scheduled air carriers, but bedause he has followed his instructions 
in attacking legislation aimed at increasing our airlift because it would threaten 
the scheduled airlines with unpredictable competition. 

Mr. Ramspect on Tuesday, May 9, before the Senate Interstate Committee 
attacked one form of such legislation with such words as, “It seems clear that if 
this bill is to accomplish its purpose in any degree, it will have to be accompanied 
by an operating subsidy. At the present time there is no shortage of aircraft on 
the airlines in the United States.” 
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The next month the Korean War broke out and our country was 
faced with an airlift deficiency. 


If I mention the name of C. R. Smith, president of American Airlines, it isn’t 
because Mr. Smith writes bombastic articles in Collier’s entitled ‘“‘What this 
country needs is a good 3-cent airline,’’ when the record of his company is to 
attack 3-cent airlines, not to encourage them. Rather it is because Mr. Smith 
has attacked all genuine airlift legislation that may introduce unpredictable 
competition into our air transportation system. 

Mr. Smith, for example, stated before the Senate Interstate and Foreign Com- 
merce Committee the following words to discourage adoption of one of the air 
merchant marine bills. This was in the month before the Korean War broke 
out. ‘Page 9 authorizes a survey of potential needs for transport aircraft. If 
these needs be for military purposes, it is obvious that the survey can best be 
directed to the agency responsible for the national defense.’”’ It was safe for 
Mr. Smith to say this because he was also Maj. Gen. C. R. Smith of the Air 
Force, who has just served a term of duty advising the Department of Defense 
on procurement. 

Secretary Symington in his position as Secretary of the Air Force, opposed air 
merchant marine-type legislation as a diversion of funds from the more important 
purpose of procuring bombers and fighters. 

owever, history has shown that transports were the prime deficiency in the 
Korean War, not bombers and fighters. Mr. Smith continues to say: “If these 
needs be for civilian operation, then those responsible for the operation of the 
airlines would want to assume basic responsibility for that, for it is their capital 
which is risked in the subsequent operation of the aircraft.’ 

Mr. Smith is safe in saying this because his company represents the power in 
the domestic air transportation field that Pan American represents in the inter- 
national field, and he risks no capital in buying or operating aircraft because the 
Government guarantees a profit. 

Mr. Smith continues: ‘‘If the needs be for quasi-military civilian requirements, 
then the National Securities Resources Board has already the responsibility for 
such surveys.’’ Mr. Smith is safe in saying this also, because he was right-hand 
man to Mr. Symington when Mr. Symington moved from the Air Force to the 
head of the National Securities Resources Board. 

The famous Douglas report on air transportation expansion and mobilization 
spent a good part of its report attacking the air merchant marine bill approach 
to airlife expansion as impractical. Mr. James H. Douglas is an American 
Airlines attorney. 

Later on Mr. Smith states: ‘‘Page 18 amended the Civil Aeronautics Act by 
declaring that it is the will of Congress to promote the maximum utilization of 
transport aircraft. I am sure the encouragement section of the existing act, 
the Civil Aeronautics Act, is sufficiently broad to provide for such acceleration 
if it is found to be in the national defense, and it is hardly probable that this 
specific language is needed for that purpose.” 

Again Mr. Smith is safe in referring to the Civil Aeronautics Act, for this act. 
is administered by the Civil Aeronautics Board, an agency which is well covered 
by such former Air Transport Association men as James Vernor, administrative 
chief, and Donald Nyrop, Chairman of the Civil Aeronautics Board, In addition, 
Mr. Delos Rentzel, former employee of Mr. C. R. Smith, as well as former 
employee of Pan American World Airways, is now czar of the entire transporta- 
tion system of the United States as Under Secretary of Commerce for Transporta- 
tion. 


Gentlemen, I submit that the accelerated development of a civil 
airlift for national defense is opposed by the scheduled airlines because 
of the fear that such expansion may threaten the present monopoly 
maintained through the machinery of the Civil Aeronautics Board 
substituting therefor new companies, free enterprises, and unpredicta- 
ble competition. 

Let us see here what the Board believes to be the public interest. 
I also brought this up to this committee. I quote from the findings 
of Examiner Kusick in the Alaska Service case: 


The fact that a number of city intervenors were of the opinion that the non- 
scheduled carriers are performing a very essential service and requested that the 
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Board refrain from any action which might jeopardize their existence has not 
been overlooked. The traffic hauled by the irregular and nonscheduled operators 
must be viewed as traffic which should be available to the certificated carriers if 
the public interest would be thereby served. 

“Public interest’? as used here is an all-inclusive term and encompasses the 

financial well-being of those carriers supported in whole or in part by funds in 
the Federal Treasury. 
Certainly a more brazen admission would be hard to find. The 
policy of the Board is to interpret public interest, not as the interests 
of the public to be served as their interests were expressed by the city 
intervenors in this case, by the Governor and by the popularly 
elected legislature, but as the interests of the CAB in the financial 
well-being of the certificated carriers. 

On the occasion of Board Member Josh Lee’s confirmation, which 
I opposed, and upon a direct question propounded upon my request 
by Senator Edwin C. Johnson, Lee stated that, on the whole, he 
subscribed to that interpretation of the public interest. He added 
that it is a case of balancing the cost of service to the Government as 
against allowing additional competition. 

‘“‘Almost every route case entails this issue,” he continued. Senator 
Johnson was obviously surprised by the answer and commented on 
Mr. Lee’s frankness. 

If Examiner Kusick and Board Member Lee want a definition of 
public interest, I hope I am not too presumptuous in suggesting that 
they use the mandatory definition of public interest which you gentle- 
men of Congress gave to them for their guidance in the Civil Aero- 
nautics Act of 1938, section 2, entitled ‘Declaration of Policy,” 
which orders that the Board shall consider the following, among 
other things, as being in the public interest and in accordance with the 


public convenience and necessity: 


The promotion of adequate, economical, and efficient service by air carriers at 
reasonable charges without unjust discriminations, undue preferences or advan- 
tages, or unfair or destructive competitive practices; competition to the extent 
necessary to assure the sound development of an air-transportation system prop- 
erly adapted to the needs of the foreign and domestic commerce of the United 
States, of the postal service, and of the national defense. 


I covered the national defense, but let us see how the postal service 
is affected. I quote here the challenge that I have thrown down to 
the Civil Aeronautics Board as far as the postal service is concerned. 

In Docket No. 3777 before the Civil Aeronautics Board, my com- 
pany formally filed an offer which states as follows: 


5. Applicant hereby offers and respectfully requests and moves the Board for 
authority to carry air mail and/or air mail and first-class mail both ways between 
Seattle, Wash., and Anchorage, Alaska, between Seattle, Wash., and Fairbanks, 
Alaska, and between Anchorage, Alaska, and Fairbanks, Alaska, at the rate of 
$1 per year for the first 1,000 pounds per day in each direction, excluding Sundays 
and legal holidays. 

Applicant to be paid for all mail required to be transported by air between 
these points daily in excess of 1,000 pounds at applicant’s prevailing cargo rate, 
plus 5 cents per ton-mile, and applicant respectfully requests and moves the Board 
for an order granting applicant exemption as authorized by section 416 (b) of the 
Civil Aeronautics Act of 1938, as amended for that purpose. 


If the reason for subsidy is the carrying of mail, such a challenge 
as that should remove it. As far as the post office is concerned, they 
want to be rid of it. I will quote from the brief of the Postmaster 
General in the Alaska Service case: 
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Most of the nonscheduled services listed in exhibit PNA 811-R are entirely 
unknown except to people who live in Alaska and the Northwest section of the 
United States. Yet the fact that Pacific Northern characterizes their competition 
as one of the intolerable conditions under which it must operate makes it clear 
that they are active in seeking, developing, and getting business. 

In meeting this competition, practically all of the certificated carriers have run 
special flights at fares and rates considerably under those published. In other 
words, the competition of the type which must have been in the congressional 
mind is producing the adequate, economical, and efficient service which that 
congressional mind envisioned. The energetic independents in winged traffic are 
really bringing about the encouragement and development of civil aeronautics. 
When, however, the losses which may be incurred by the certificated lines are 
eradicated with mail pay, the nonscheduled carriers in effect are put into direct 
competition with the Government. 


That this kind of competition cannot be met by small independent entre- 
preneurs is axiomatic. Competition is stifled and the holders of certificates are 
protected in setting rates and fares which in reality retard and hinder the develop- 
ment of civil aeronautics. 

Now, the last quotation that I have here is from the statement by 
Oswald Ryan, of the Civil Aeronautics Board, written to the Senate 
Small Business Committee. He merely states the cost here of the 
mail pay to Alaska. 

During fiscal year 1951 the Federal Government will spend in support of air 
transportation within Alaska and between Alaska and the United States roughly 
$6,400,000, representing payments to the carriers by the Post Office Department; 
$2,600,000 to carriers operating within Alaska; and $3,700,000 to carriers operating 
between the Territory and the United States. 

I estimated in my application that my $1 a year offer would save 
the Government approximately $3,000,000 a year. However, since 
two new carriers have been certificated, which must also get mail pay 
for taking over our cargo traffic, that means that the estimate should 
be upped to at least $6,000,000, which would be saved by the accept- 
ance of the offer to carry for $1 a year. 

I would like to just mention briefly that we do have here a copy of 
the decision of the judge in the Slick Airways antitrust suit. Failing 
in obtaining relief from the Civil Aeronautics Board, failing in obtain- 
ing relief in many other points, nonsubsidized carriers have sought 
rehef in the antitrust courts. 

The principal method of trying to stop this has been by saying the 
Civil Aeronautics Act gives primary jurisdiction to the Civil Aeronau- 
tics Board; and we have got to take our case to the Civil Aeronautics 
Board before we go to the courts. 

The CHarrMAN. Have the courts said that? 

Mr. Heacock. That is the contention of the scheduled airline in- 
dustry as defendants in these suits. For the first time we have had 
this decision handed down in a district court, the district of New 
Jersey, that the courts have primary jurisdiction in a case like this. 

The nonscheduled carriers have backed the case SSW versus the 
Air Transport Association and 30 scheduled airlines on an antitrust 
suit charging among other things that the low rates were quoted for 
the purpose of putting SSW out of business; and then the rates were 
increased after the carrier was put out of business; and several other 
counts, 16 in all. 

We expect a decision on this from the circuit court of appeals very 
shortly. We believe that perhaps this district court opinion may 
have some effect on this. 
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We would like to point out that to preserve free enterprise, the 
ability to get out and build a better mousetrap, to do a better job and 
and secure patronage, which is the basic right of American citizens, 
is being threatened by this subsidy approach; that we feel that our 
competition has been a healthy thing wherever we have thrown air- 
coach operation into operation; sure, we have expanded our traffic 67 
percent. But the scheduled airlines on the other hand found out to 
their surprise that they could make money providing low-cost air 
transportation, too. They expanded their operations 318 percent. 

Regardless of whether it is scheduled or nonscheduled, it is airlift; 
and airlift is a vital necessity of the country today If an atomic 
bomb is dropped on a typical American city, there must be airplanes 
provided for evacuation of wounded to hospitals and other sections: 
there must be the bringing in of doctors and nurses and adequate 
medical supplies; in carrying on military operations there must be the 
airlift adequate to move divisions around by air. Most people in 
these days have been concerned over the fact that we might meet a 
foe with tremendous advantage in manpower. 

Our military leaders have planned on meeting this advantage not 
only by firepower, but secondarily, and this is very much less known, 
by mobility; because if we have 10 times the mobility, if we can move 
10 times as fast by air, not only by air transporting the men to the 
battlefield but after they get to the battlefield transporting them to 
hilltops and road blocks by helicopter and evacuating them from 
exposed positions at will by air, then we have overcome the advantage 
- 10 times the numbers because our own men can move 10 times as 
ast. 

So when we ask that not only separation of subsidy be effected, but 
the subsidy be eliminated, we assure you that such will expand our 
civil airlift reserve and put us in the position to do the job that our 
military leaders expect us to do. 

We believe that the leadership of the scheduled airlines has been 
bankrupt. Too long they have been at the public trough and they 
have ignored the vast markets for expansion. They have ignored the 
opportunity of making their money on a small margin of profit, in 
mass production, which is the traditional American way to do it; and 
we believe we can provide such leadership as the only group of non- 
subsidized carriers that can show technically how it can be done. 

We are convinced it can be done. We know it can be done, and 
we urge you to switch over from a subsidy approach for the develop- 
ment of air transportation to a national airlift bill approach, air 
merchant marine bill approach. 

Put the tools, the airplanes, the efficient equipment, designed 
according to military standards, in the hands of scheduled and non- 
scheduled operators both. You will find not only that you will have 
efficient nonscheduled operations, but you will have efficient scheduled 
operations because they will be forced into efficiencies that they have 
never found necessary to develop before. 

There is nothing that encourages efficiency as much as necessity. 
In the nonscheduled carriers it is developed to a high degree. Dozens 
and dozens of them have gone out of business because they failed to 
develop that last degree of efficiency that was necessary to stay in 
business. DC-3 operators have gone out of business wholesale. 
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In Alaska we have seen 25 operators and seen them fade away unable 
to stand the competition of DC-4’s in the hands of scheduled operators. 
The ones that are left are pretty sharp and know their costs down to 
a penny, and they are capable of some leadership in this matter of 
developing a nonsubsidized airlift reserve 

The bills now specifically, I would like to point out first S. 535. Our 
association unqualifiedly opposes S. 535. 1 would like to call this the 
Pan American bill. It is for increased subsidy rather than for less 
subsidy for international operations. 

It provides on page 3 an excuse, the national defense, lines 7, 8, 9, 
and 10. However, establishing a monopoly in international opera- 
tions is injurious to the national defense and is losing our international 
lead to foreign carriers. 

The statement that subsidies are necessary against the competition 
of foreign monopolies covered on page 3, lines 18, 19, and 20, certainly 
isnot true. Our airplanes, as was brought out by a previous witness, 
are exported to all points of the world. There is no necessity for a 
so-called construction differential. And furthermore, there is no 
necessity for a provision for payment of subsidies because of different 
labor conditions in the other countries. 

All you have to do is allow some real competition in there and we can 
show you $250 fares in international operations where $650 fares were 
in effect before. You will see a vast expansion without any subsidy 
necessary at all. 

On page 6 there is a proposal that the Government should advance 
75 percent of the cost of construction of new equipment. I do not 
know why they do not make it 100 percent and turn the title over to 
the Government. Then we would have something along the lines of 
the air merchant marine bills. 

But this one merely provides for the advance of 75 percent of the 
cost, with the full title in the hands of the air carrier. The air carrier 
does not have to order equipment which is suitable to the national 
defense. The Army, for instance, says, ‘‘We do not want these inter- 
continental transports that require a 6,000-foot runway to land upon 
because we are faced right now in Korea with the difficulty where our 
aircraft land at Tokyo. Then we have to truck the cargo over to a 
C46 or a C—47 and fly it down to the southern tip of Japan. Then 
we transship again to a C-119 and the C-119 places it on some strip 
in Korea.” 

In place of that they want the assault type aircraft, that is, the 
Army does, which will take a good load from the continental United 
States and put it right onto a battlefield and be able to land and take 
off in as low as 700 feet. 

These airplanes have already been produced and have the full 
backing of the Army. There has been, up as high as the Joint Chiefs 
of Staff, considerable controversy on this question. The Air Force, for 
instance, in one case failed to order this assault type aircraft. They 
were interested under the theories of procurement of C. R. Smith of 
buying the strategic intercontinental transports which are quite 
adaptable to scheduled airline operation. 

The Army was so furious over the failure of the Air Force to order 
the proper equipment that they asked for an investigation in the Joint 
Chiefs of Staff level of the failure to order. 
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In another case, a large order of these large transports came up and 
the Army protested that too much attention was being paid to them. 
that they wanted the assault transport program pushed. 

The controversy comes up again in connection with helicopters. 
The Air Force has asserted authority over the purchase of helicopters. 
At the same time the Army wants the development of that particular 
aircraft in their hands, providing for huge expansion and they are fight- 
ing for control of the development of helicopters. 

I merely point this out to show that this airlift policy is a current 
and rapidly developing issue in our armed services. 

This bill S. 535 provides for the disposal of obsolete equipment by 
merely turning it back to the Board and letting the Board sell it a: 
what price it can get, enabling the carrier to go ahead and buy new 
equipment. There is no necessity for that. 

The operating differential subsidy is another subsidy evil. I have 
gone into the question thoroughly here. They give the Board the 
authority over the granting of this subsidy, and I believe the Board 
has been too liberal with the subsidy in the past. 

I could go through paragraph after paragraph on this bill, but it is 
preposterous to consider the separation of subsidy bill. It is just the 
antithesis of separation. It provides for more subsidy, and we 
thoroughly oppose it. 

S. 1657 we thoroughly oppose also. I would like to insert into the 
record at this point a letter from last Sunday’s issue of the Washington 
Post regarding subsidizing air transport. 

The CuHarrRMAN. Without objection it will be made a part of the 
record. 

(The document is as follows:) 


[From Washington Post, June 24, 1951] 
SupsipiziInc Atr TRANSPORT 


On June 12 Senator Johnson of Colorado introduced a bill which, if adopted, 
would have a disastrous effect on the future development of this country’s com- 
mercial! air transportation. The bill’s ostensible purpose is to provide for the 
separation of air-mail payments from subsidiaries, but the completely arbitrary 
bases upon which so-called mail rates are set entirely vitiate this purpose, at 
least until July 1955. The part of the bill fixing mail rates represents a rever- 
sion to legislative and rule-of-thumb rate making that should in itself make the 
bill unacceptable. 

However, the principal reasons for the rejection of the bill lie not in the rate- 
making rules, but in the requirement that carrier petitions for subsidy be put in 
the form of invoices for services rendered to various communities. Senator 
Johnson’s statements also make it quite clear that requests for appropriations to 
finance the subsidies are to be presented to Congress in the practically unbeat- 
able form of itemed community lists. This proposal should be rejected for the 
following reasons: 

1. It is, in effect, a declaration of a new fundamental policy toward commercial! 
air transportation without proper consideration by Congress. The very adoption 
of the community-allocation form for subsidy requests implies that the accepted 
purpose of Federal support of the mail carriers is the provision of nonpaying, un- 
economic airline service to favored localities at the expense of the taxpayer. 
This objective has never been approved or even considered by Congress. The 
history of Senator Johnson’s proposal is enlightening in this connection. After 
the war, very large sums had to be appropriated to bail the certificated carriers 
out of their financial difficulties, and this aroused the interest of certain Congress- 
men not so familiar with air-transport policy as the Senate Commerce Committee. 
Upon inquiry, these gentlemen found that not only was there no explanation 
forthcoming for these sudden exigencies, but no information on how much, if 
any, of these appropriations represented subsidy as distinguished from mail pay- 
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ments, or, if there were any subsidy, what it was being paid for. They saw that 
what was needed first was a separation of the subsidy element, and demanded 
that this step be taken. At this the Commerce Committee took the defensive. 
Instead of concentrating on the separation problem, it began to cast about for a 
justification for the subsidy. Having resoundingly failed to extract any such 
justification from representatives of defense agencies, the committee staff thought 
up the so-called community approach. According to public statements of a staff 
member, this ‘‘approach’” was derived by examining the testimony of airline 
executives who had appeared before the committee to try to explain their ‘“‘needi- 
ness.” An ‘approach’? developed in this manner should not be allowed to 
become national policy through congressional inattention. 

2. In the light of possible alternative ways of spending Government money, 
and of the enormous tax burden that already must be borne, the provision of un- 
economic air service for local benefit is not a defensible Federal activity. Even 
the present statutory vagueness as to the objectives of the support program is 
preferable to Senator Johnson’s proposal. 

3. The proposal would in all probability render our domestic airlines per- 
manently dependent on Federal subsidy. Whatever the defects of the present 
support program, it has at least been widely interpreted as a temporary expedient 
to tide the airlines over until they attain self-sufficiency. Once, however, it has 
been officially accepted that the policy of the United States is to accommodate 
with air transportation the citizens of small communities, and that the funds for 
such service are specifically appropriated by Congress, it is inevitable that every 
town will claim, via its Congressmen, its rightful share of the loot. Thus, not only 
would the proposal make it virtually impossible to abandon unprofitable stations; 
it would also pave the way for the expansion of uneconomic services. 

4. Under the proposal, subsidy payments would still be determined by the size 
of the deficits incurred by the benefiting carriers. It is quite obvious that simply 
itemizing a deficit neither justifies nor explains it. No matter why a deficit is in- 
curred, and no matter how large it is, it can, and must under this proposal, be 
“allocated”’ to the communities served. 

What is actually proposed is the same old cost-plus subsidy, with all its defects, 
but with a built-in excuse. 

This proposal should be rejected now, before it is enacted into law. It it is 
adopted, it will be all but impossible to get rid of it. In astate of permanent cost- 


plus subsidization, the airlines can look forward to a future of increasing Govern- 


ment control in which the name of private ownership, if it is preserved, will be 
merely a fiction. It is to their interest as well as to that of the general public that 
this measure be defeated. 


LuciLtLE SHEPPARD Keyes, Washington. 


Mr. Heacock. The position we take on this approach of S. 1657 is 
that allocating expenses to communities has no basis in cost account- 
ing. It cadet reverts or sets our legislation back to earlier legisla- 
tion in this country, which was of the log-rolling type. It is certain 
that it is going to be impossible to eliminate a subsidy for community 
X because the Senator or the Congressman from community Y is not 
going to oppose the subsidy for another Congressman’s community 
or another Senator’s community for fear that his own community 
will be discriminated against. 

This bill, therefore, provides for. a sure method of obtaining sub- 
sidy because of the reluctance of legislators to vote against an appro- 
priation that directly affects one of their colleagues. It does not 
allow freedom of determining the cost of the service for the com- 
munities involved and giving them once-a-day service or 10-times-a- 
day service, depending upon the economic facts of the case. 

For that reason we oppose S. 1657. 

The CHarrMAN. They have called for a vote now, and I will have 
to go. We will take a recess. It is nearly 1:30. How much longer 
do you need to finish? 

Mr. Heacock. Very little. 

The Cuairman. Do you want to continue with your presentation 
with Mr. Sweeney presiding, while I am down there? 
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Mr. Heacock. That is all right. I have very little to cover now. 
I have practically finished. 

The CuarrMan. Mr. Sweeney will preside with you and then we 
will have a recess until 3. I want to say before I go that you have 
made a very interesting presentation. You have drifted a little afield 
in places, but you have had a long story to tell, and we are glad to 
have it a part of the record. Thank you for your appearance. 

Mr. Heacock. Thank you, sir. Air Coach Transport Association 

regards S. 1137 as an emasculated bill. It reads like the bill that we 

worked for in the House, except for skillfully substituted phrases here 
and there which take the very heart out of the bill. I would like to 
point them out. 

First of all, the little innocuous phrase on page 3, lines 4 and 5 of 
the bill, says that— 

The rates determined and fixed under paragraph (1) of this subsection shall be 
based upon the necessary cost, to the air carrier, under honest, economical, and 
efficient management * 4 

That is certainly no requirement that it shall be actually the cost 
plus a fair return. The principal of separation of subsidy is elimi- 
nated by that very phrase. It can still be based upon the necessary 

cost and the mail rate granted con be double the necessary cost and 
still be based upon it. 

We prefer very much the phrasing of S. 436, which says: 

The rates determined and fixed under paragraph (1) of this subsection shall in 


no event exceed the reasonable and necessary cost to the air carrier, under honest, 
economical, and efficient management * * * 


I want to state that on page 3 under 


the Board is authorized to issue orders, with or without hearing, prescribing 
temporary rates for the transportation of mail pending determination of final rates. 
Such temporary rates shall not be considered final for any period and shall be 
superseded by the final rates fixed for the periods during which the temporary 
rates were in effect— 

the temporary-mail-pay provision has been greatly abused. 

In the Northwest Airlines case, we were prohibited by the Board 
from intervening in that case because it involved only temporary mail 
pay, although that temporary mail pay dated back for the last 4}; 
years. So, merely by calling it temporary pay, the Board has the 
authority to grant rates, and in the case of Northwest Airlines they 
declared dividends based upon those rates, and it is almost impossible 
to reduce them to a lower rate if a lower rate is determined finally. 

I suggest, instead, that temporary rates be allowable only for a 
period of a year, and that other restrictions be made. 

Another section that we do not care for is on page 4, lines 9, 10, 11, 
and 12. The language limits the subsidy to any carrier holding a 
certificate authorizing the transportation of mail by aircraft. Al- 
though this is supposed to be separation of subsidy and we are to 
eliminate subsidy and keep it away from the payment of mail, here 
we find that it is still tied to the transportation of mail. 

If you pay out compensatory pay for mail, then there is no reason 
why subsidies should be tied to mail. It should be either available to 
all carriers for the purposes of the national defense and the commerce, 
or it should be available to no carriers. 

Mr. Sweeney (presiding). Would you care to comment on the 
statement made by Chairman Nyrop yesterday that any carrier that 
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receives subsidy should automatically be required to carry the mail? 
It was on that ground that he justified the provisions in S. 1137. 

Mr. Heacocx. No; I would oppose that also. The Post Office 
Department time and again has opposed subsidy for mail purposes. 
They have got various ways of getting the mail handled, and they 
could certainly contract for it. They could certainly get the mail 
transported. 

It is not a primary reason for subsidy. If there is any reason for 
subsidy at all today, it is for the national defense and not for trans- 
porting the mail. 

We advocate that this shall state: “Any carrier certificated or by 
exemption authorized by the Civil Aeronautics Board to transport 
in interstate air transportation.” Further, at the bottom of page 5, 
the last paragraph, again we have a paragraph which still provides 
for the temporary-mail-pay abuse. 

We suggest that temporary mail pay be severely limited, and that 
final rates be required to be established at least within a year. 

Mr. Sweeney. I believe the paragraph on page 5 refers to tem- 
porary subsidy payments; does it not? 

Mr. Heacock. Oh, yes. This is temporary subsidy payments. 
Again I say that that temporary subsidy payment, then, should be 
limited to a maximum of a year, in which time they must set the final 
subsidy. 

The heart is cut out of the effective date on page 6, lines 13 and 14, 
by the words ‘as soon as may be practicable after December 31, 
1951.” That is inferior to the language in S. 436, which provides for 
a definite date that the reform shall become effective. 

Now, I also notice that the heart has been cut out of the allocation 
of costs to the various categories, transportation of passengers and 
baggage, transportation of freight, transportation of express, and 
transportation of mail. This is done by the wording “In so doing, 
the Civil Aeronautics Board is authorized to consider to the extent 
deemed feasible the following four categories.” That makes no 
requirement, and J am sure the Civil Aeronautics Board from past 
experience will not require the allocation of the expense of transport- 
ing cargo, for instance, to the cargo account unless they are abso- 
lutely required to do so. This leaves the discretion up to the Board, 
which I think is unwise. 

5. 436, we believe, is the best bill provided for separation of subsidy 
to date, and we support it, but qualify our support by objections to 
certain points here. 

First, on page 3, we believe that in the third paragraph a 1-year 
limitation be placed on temporary mail rates, and that limitations be 
placed upon these temporary rates by calling them trust funds, and 
that profits may not be distributed by dividends based upon tempo- 
rary-mail-pay authorizations, which is done at the present time. 

Then, if they would decide to cut the temporary mail rate, they 
would be able to get the money instead of finding that it had long 
since been distributed to stockholders. 

Page 4, the wording limiting subsidy payments to a certificated 
air carrier: that excludes all of the membership of our association. 
We have definitely stated we do not want subsidy, but we like to be 
iN & position to embarrass a subsidized carrier by offering to do the 
same job for a fraction of the cost. 

86630—51——11 
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This would prohibit, for instance, a subsidy found necessary in the 
national defense from being made payable to a noncertificated carrier 

Therefore, we would not be able to use our power of bidding agains: 
a subsidized carrier to break down or eliminate the subsidy. 

We demand that subsidy be entirely divorced from mail pay or 
from certificated air carriers and that you say here: “Subsidy pay- 
ments would be payable to any air carrier performing air transporta- 
tion under tariffs on file with the Civil Aeronautics Board.” 

That would include all of the noncertificated carriers and place us 
in a position to use our competition to help eliminate this subsidy. 

Again, at the bottom of page 5, a 1-year limitation and a qualifica- 
tion of temporat ‘y subsidy pay as trust funds not available for divide nd 
should be established. I notice on the bottom of page 6 that this 
important distribution which we have fought for for 2. years—the 
requirement that receipts from and expenditures for air-transportation 
services be allocated to the categories of passengers plus baggage, 
express, mail, liminated in this version. 

I believe that the requir ement here is without effect unless it states 
those four categories. I will quote from the bill here: 

On or before March 31, 1952, and from time to time thereafter, the Civil Aero- 
nautics Board shall, after notice and hearing, prescribe standards by which air 
carriers, in keeping their accounts, records, and memoranda, shall allocate re- 
ceipts from, and expenditures for, the air-transportation services rendered by 
them. From and after April 1, 1952, it shall be unlawful for any air carrier, in 
keeping any account, record, or memorandum (other than any additional account, 
record, or memorandum kept pursuant to the proviso of paragraph (1) of this 
subsection), to allocate any receipt from, or expenditure for, any air-transportation 


service it renders in any manner other than a manner which conforms to the 
standards prescribed pursuant to this paragraph. 


The whole paragraph is meaningless because it provides for distri- 


bution, but distribution to what? Distribution of cost to what? 
As we point out, these antitrust suits are based upon our charge that 
cargo service is being performed below cost, and the additional costs 
charged to the mail service. 

It can just as easily be charged to the passenger service, so that we 
do want to have these four categories set up, and I think the bill could 
be very much improved by taking the language of 1137, which provides 
for the transportation of passengers and their baggage, transportation 
of freight, transportation of express, and transportation of mail, and 
inserting it in that paragraph. 

We support the bill with those qualifications, and we hope that 
those changes can be made in the final draft. 

Mr. Sweeney. Mr. Heacock, let me just ask a few clarifying ques- 
tions. How would you contemplate that these allocations be made’? 
I am sure you are aware that there is a large percentage of joint ex- 
penses between the different types of services. 

Would you visualize that. the CAB would prescribe the methods of 
allocation that would be followed to carry out this last section of the 
bill that you have just discussed? 

Mr. Heacock. Yes. I have been prepared to say something on the 
practicability of allocation. Before the House committee I stated 
very definitely that it was quite practical to separate these costs. 
It was a matter of common cost-accounting practice; and, the way 
the original House version had it, these costs were to be distributed 
to these four categories. 
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Costs are listed here in the recurrent reports of financial data issued 
by the Civil Aeronautics Board. They are divided into direct 
operating expense and overhead. The accounts used here are flying 
operations, direct maintenance, ground operations, ground and 
indirect expense, passenger service, traffic sales, advertising and 
publicity, general and administrative, and depreciation of ground 
equipment, and under those general accounts they are subdivided. 

All of the flying operations and all of the maintenance expenses are 
charged to the tqn-mile. That is, for every pound carried 2,000 miles 
aboard the aircraft, the cost of gasoline, oil, fuel, maintenance, and so 
forth is charged to the ton-mile accordingly. 

Mr. Sweeney. That specifically is my question. The bill would 
not so provide. Would it be your idea that you would leave it up to 
the discretion of the Board to adopt the ton-mile as a unit of allocation 
and would they be free to adopt any other unit of allocation if they 
chose? 

Mr. Heacock. I believe that other units are possible, but I am 
afraid that some units may be used which are based upon value of 
service rather than actual cost. I think there would be no objection, 
for instance, to charging it to the hour of operation, some cost- 
accounting unit that has a cost-accounting basis for it. 

But to allocate an arbitrary value to the value of providing mail 
service as against the value of providing a freight service, for instance, 
is not justified. So that briefly I would say the cost of most of the 
expenses should be distributed according to the ton-miles transported. 

Mr. Sweeney. I am not specifically interested, unless you want 
to put it in the record, how you would do it. I wanted to find out 
where you would leave the authority to make that decision. 

As 1 understand, you would leave it with the Civil Aeronautics 
Board. 

Mr. Heacock. Yes; the details should be left to the Civil Aero- 
nautics Board. I would like to point out, using this method called 
for in the separation-of-subsidy bill of providing for cost plus a 
reasonable profit, 1 found it was possible to establish very closely 
from the present records maintained by the Civil Aeronautics Board 
the separation between compensatory pay and subsidy. 

I have on page 177 of the testimony on separation of subsidy before 
the House Foreign and Interstate Commerce Committee a chart, and 
this shows that the domestic trunk airlines in the year ended Septem- 
ber 30, 1949, received $55,466,569 in mail pay. By getting the 
revenue ton-miles of United States mails, which was $41,143,109, we 
found that the revenue received by the domestic trunk airlines per 
revenue ton-mile was $1.34. 

Now for the separation. We find that the total operating expense 
per revenue ton-mile of transporting freight, express, passengers, and 
mail was 54.49 cents per revenue ton-mile. Then I deducted the 
passenger services, traffic and sales, and advertising and publicity 
expenses, which are certainly not applicable to the mail service. 
They amounted to 11.04 cents per ton-mile. 

That deducted from the 54.49 cents left 43.45 cents, which would 
be the per ton-mile cost estimated of transporting the mails. 

This we find is 32 percent of the total price paid of $1.34 per ton 
mile. So, we apply the 32 percent against the total mail pay of 
$55,500,000 and find that the compensatory mail pay is $17,860,000. 
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So, carrying the same principle through domestic feeder lines, 
domestic territorial airlines, and international and oversea airlines. 
we found that the cost of transporting mails—and this is by the 
carriers’ own figures; not by efficient operations but by the inefficient 
operations of the scheduled carriers—their own costs were $31,547,000: 
and the balance or the subsidy element was $110,913,000. 

So, we believe that $110,000,000 out of $140,000,000 is a pretiy 
good estimate of the subsidy element in air-mail payments; that 
about $30,000,000 is compensatory pay. , 

However, if the compensatory pay was based upon the prices that 
these carriers charged for freight, plus 5 cents a ton-mile, the com- 
pensatory pay would not amount to over $15,000,000 out of the 
entire $140,000,000. 

It can be easily seen, therefore, that the vast proportion of mail 
payments are subsidy and not compensatory. 

Mr, Sweeney. Mr. Heacock, to return to my former question. 
Are you advocating that that particular method is the one that has 
to be adopted by the CAB? They would be free to adopt their own 
systems of allocation under the bill that you recommend? 

Mr. Heacock. Yes. Under 436, I believe it left the details to the 
Civil Aeronautics Board. 

Mr. Sweeney. I am sure you are aware that that method of 
allocation has been questioned when it is applied to the feeder air carriers 
that carry a very small volume of business compared to the capacity 
utilized by other carriers. 

Mr. Heacocx. I do not see why the method of determining the 
cost should be questioned. Here we find that the feeder lines received 
$28.04 per ton-mile for carrying the mail. We found that their costs, 
as compared to domestic trunk airlines’ cost of 54 cents per ton-mile, 
was $1.59 per ton-mile. Their costs were higher. We used their 
own costs, which were $1.59, instead of the 54 cents of the trunk 
airlines; and that is certainly reasonable for determining their costs. 

We know that feeder lines are much more dependent upon mail 
pay than our trunk lines. That is no argument for determining a 
different cost standard. That is just an argument for coming before 
the Board and saying that these feeder lines need so much subsidy in 
addition to their compensatory pay in order to exist. 

I think that such pleas should be given consideration, but that 
does not mean that that changes their actual cost. 

Mr. Sweeney. You are probably aware that S. 1657 provides a 
minimum weight to be considered in computing compensatory mail 
pay. Would you care to comment on whether you think that is 
reasonable? This is one method of taking care of some of the stand-by 
expenses that the carrier would incur in providing the mail service. 

Mr. Heacock. I object to that. I believe that the 100-pound flat 
minimum, especially in these cases we have mentioned today, where 
one letter was carried, should not be used; and where the mail service 
is so infrequently used as not to justify air transportation, the Post 
Office Department should use other means. 

Based upon cost, a feeder-line carrier could show, for instance, that 
since his mail volume amounted to less than 100 pounds on many o! 
his points of pick-up, his costs were higher and he would be paid 
higher for those higher costs. 
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But to make a flat arbitrary allocation and say that he would be 
paid for 100 pounds regardless of what he carried, I do not think is 
wise. It gets away from the principles involved. 

I have finished. If you have any more questions, I would be 
happy to answer them. 

Mr. SweEENEY. Just a couple of questions that might be helpful. 
In the testimony given by Chairman Nyrop yesterday, he suggested 
certain amendments to S. 436. If you are familiar with those amend- 
ments, you might comment on what you think of them. 

Mr. Heacockx. Who suggested them? 

Mr. Sweenry. Mr. Nyrop, Chairman of the Civil Aeronautics 
Board. 

Mr, Heacock. No, I have not examined them. Do you have them 
there? 

Mr. Sweeney. Yes. The first and most important one relates to 
the cost standards, which is on page 3 of S. 436. 

Mr. Heacock. The language here is: 

The rates determined and fixed under paragraph (1) of this subsection shall be 
based on experienced and projected costs under honest, economical, and efficient 
management. 

I do not care for the words ‘‘be based on.’’ It leaves the discretion 
up to the Board as to how much it shall be based upon costs and how 
much it shall be based upon other considerations such as value of 
service. 

I disagree with that change. 

Mr. Sweeney. Right on that point I would like to have your 
comment. It has been asserted that this language “‘in no event exceed 
a reasonable and necessary cost,’ which is the language in S. 436, 
would require the Board to fix these rates on a retroactive basis— 
that is, at the end of a period—because if they try to fix them im 
advance, they will have to be certain to stay within the statutory 
limit and to do that they will have to fix them below cost, which in 
turn might be unfair. 

Therefore the only alternative for the Board under the language of 
S. 436 would be to fix them at the end of the period. 

Mr. Heacock. I do not agree with that at all. The Board has 
authority to issue temporary mail pay based upon their estimates. 

Mr. Sweeney. That is right. 

Mr, Heacocx. And every 3 months the carriers are required to 
submit reports such as this from which their actual costs may be 
determined. So if necessary, the Board could every 3 months revise 
its estimates and bring the carriers down to the actual cost. 

Mr. Sweeney. The problem, however, is whether that revision 
would be for the past period or would it be a revision applicable to a 
future period? 

Mr. Heacock. Both. The temporary rate that was in effect based 
upon the estimate would be corrected down to actual costs for a final 
rate. 

In the future a new temporary rate could be established based upon 
evidence of actual rates.in the past. It is really not a difficult matter 
of administration at all. 

Mr. Sweeney. I have just one final question in summary: It is my 
understanding that you not only want subsidies separated, but you 
really want them eliminated, on the ground that you feel American 
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air transportation will advance more rapidly and more properly if 
there are no subsidies as such; but that the Government support be 
given in the form of an air merchant marine bill. Is that a correct 
summary of your position? 

Mr. Heacock. Yes. However, that does not mean that I advocate 
the immediate elimination of subsidy where distress would occur. 
It is very practicable, for instance, to eliminate the feeder lines from 
subsidy, those that are most heavily dependent upon it, by special! 
attention in the air merchant marine bill to the development of 
helicopters and less expensive feeder line aircraft, and the gradual but 
rapid elimination of subsidy in that field. 

I think these carriers could stay in business under more efficient 
operations through such a program, and the national defense wou'd 
benefit by having the emphasis transferred over to new types of 
equipment. 

As an example, the basic equipment of the feeder line today is the 
DC-3, and in many cases their average load is maybe seven passengers. 
It would be best to have seven-passenger airlines with other airplanes 
standing by to run double sections on their peak periods than it would 
be to operate inefficiently. 

Then, too, the feeder lines can get the benefit of recent military 
developments in helicopters which the average layman does not 
understand but which right now is putting the helicopter in a position 
to operate commercially. 

The disadvantage of going 30 miles by taxi out to an airport to get 
an airplane to travel 60 miles would be eliminated and there will be 
an expansion of profitable feeder line service if it is tied to helicopters. 

I would say, “Yes, we do look to see the eventual elimination of all 
subsidy’; and the faster the better. And in the case of the trunk- 
lines, eliminate it immediately. In many cases their subsidy only 
amounts to 5 percent of their entire revenue and they are enjoying a 
very profitable period. 

Eliminate it entirely; where the distress areas occur, put the pres- 
sure on and get the subsidy eliminated as fast as possible. 

Mr. Sweeney. It has been very helpful to have you summarize 
your position. Do you have anything further now? 

Mr. Heacock. No; I am finished. 

Mr. Sweeney. The chairman has expressed his appreciation, and 
I appreciate it, too. With that we will stand in recess until 3 0’clock, 
when Langdon P. Marvin, representing the American Veterans 
Committee, will testify. , 

(Thereupon, at 2:03 p. m., a recess was taken until 3 p. m. of the 
same day.) 

AFTERNOON SESSION 


The Cuarrman. The hearing will please come to order. Lieu- 
tenant Marvin, are you ready to testify? 

Mr. Marvin. Yes, sir; I am. 

The Cuarrman. You are representing the American Veterans 
Committee? 

Mr. Marvin. Yes, sir; that is right. 

The Cuarrman. Just identify yourself and go right ahead. 
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STATEMENT OF LANGDON P. MARVIN, Jr., AMERICAN VETERANS 


COMMITTEE AND CITIZENS COMMITTEE FOR SUBSIDY SEPA- 
RATION 


Mr. Marvin. My name is Langdon P. Marvin, Jr., research pro- 
fessor in air transportation economics at Georgetown University, 
testifying on behalf of the American Veterans Committee and the 
Citizens Committee for Subsidy Separation. 

Before going into my statement, Senator Johnson, I'd like to say that 
I admire your endurance, as I note by the clock you have been in 
session for 4 or 5 hours straight today. 

The CHarkMAN. We are happy to have you, Lieutenant. 

Mr. Marvin. On behalf of the AVC and the Citizens Committee 
for Subsidy Separation, I am here advocating prompt passage of 
S. 436 to achieve effective separation of the concealed airline sub- 
sidies from post office mail payments for the twin purposes of— 

(1) Reducing the heavy post office deficit; and 

(2) Bringing these concealed airline subsidies into the open so the 
President, the Congress, and the people may know what they are. 

By this time nevertheless everyone except a few die-hards will 
agree that the taxpayer has a right to know what his money is being 
spent on. $140,000,000 of the taxpayers’ money is currently being 
spent on so-called air-mail payments to various airlines. But of this 
money, no one knows how much is subsidy and how much is com- 
pensation for flying the mails. 

The CuarrmMan. What is the amount again? 

Mr. Marvin. $140,000,000 a year, Senator. CAB’s estimate. 

The CuarrMan. I presume that includes back payment due because 
the annual payment isn’t quite that large for the last year, but it 
could very well be accurate. They have claims for something like 
$29,000,000 in back pay for 1949, and you never can tell when that 
is coming in—whether that is part of the current payment or not. 
So that figure may very well be correct, although I think it is a little 
high. 

Mr. Marvin. But whatever the figure, whether it is $140,000,000 
or what President Truman testified in his budget statement last year 
was $125,000,000 a year—whatever the exact amount, nobody knows 
how much of it is subsidy and how much is compensation for carrying 
the mails. It being the people’s money, the people have a right to 
know who is getting it and why. 

We favor effective separation of airline subsidies from compensa- 
tion for the cost of carrying the mails. For that reason, in looking 
over the many bills before you we— 

(1) Favor unequivocally S. 436 introduced by yourself; 

(2) Oppose S. 535 introduced by the Senator from Nevada; 

(3) Oppose S. 1657, also introduced by yourself; 

“ Favor in part S. 1756 introduced by yourself; 

(5) Oppose 8S. 1757; and oppose 5. 1870. 

(6) Favor S. 1137 introduced by Senators McClellan, Lehman, and 
others, only if S. 1137 is amended in the four particulars being advo- 
cated in Senator Lehman’s statement, which four amendments, listed 
in appendix A, would reduce the principal differences between S. 1137 
and what we regard as the genuine separation bill, S. 436. 
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The CHatrMan. I have the Senator’s letter here today with the 
four objectives, and I want to make that part of the record. Would 
this be a good place to make that part of the record? 

Mr. Marvin. Perfect. 

The CuarrmMan. Without objection, this letter will be inserted in 
the record at this point. It has the four proposed amendments which 
you refer to. 

(The letter referred to is as follows:) 


Unrrep States SENATE, 
CoMMITTEE ON LABOR AND PuBLIC WELFARE, 
June 27, 1951 
Hon. Epwin C. JoHNson, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington 25, D. C. 

DEAR SENATOR JOHNSON: Being unable to be personally present at the hearings 
of your committee on air-mail subsidy separation legislation, I am writing to you 
as chairman of the committee in order that my views may be made known to the 
committee and be made a part of the record. 

On March 15, 1951, I was a cosponsor of 8. 1137 which provides for the separa- 
tion of subsidy from air-mail pay in accordance with recommendations of the 
Hoover Commission. I have long been in favor of prompt and effective identifica- 
tion of these subsidies in the interests of governmental efficiency and national 
economy. The President has twice recommended this reform and I am confident 
that the general views in favor of this legislation are known to you and every 
member of your committee. 

My main purpose at this time is to recommend to the committee four amend- 
ments to 8. 1137, or to whatever bill your committee reports to the Senate. Since 
agreeing to cosponsor that bill, I have felt that these four amendments would 
strengthen the basic purpose of the air-mail subsidy separation legislation. 

1. Amendment 1 refers to page 3, line 5, of 8S. 1137 and would strike out “‘be 
based upon” and insert “in no event exceed”’. The purpose of this amendment is 
to protect the Post Office Department from having to pay more than a ecompensa- 
tory mail rate. By changing these words we would thus provide a ceiling on these 
air-mail payments insofar as the terms upon which these payments would be fixed 
are concerned. 

2. The second amendment which I suggest would affect page 4 beginning on 
line 10 and would strike out “any air carrier holding a certificate authorizing the 
transportation of mail by aircraft” and would insert ‘‘the air carrier’. The same 
change would be effected on line 12 by striking “such air carrier’’ and inserting 
“a certificated air carrier’. I understand the principle of this amendment is 
supported by both the Department of the Air Force and by the Postmaster 
General. By permitting air-mail subsidy to be granted by the Post Office Depart- 
ment to certificated air carriers rather than just those holding mail certificates, 
the Congress would be furthering all three principal objectives of subsidy 
separation. 

3. The third proposed amendment would strike out on page 6, line 13 the words 
“as soon as may be practicable after’? and would insert “on or before’. This 
amendment obviously is designed to give a more definite effective date to subsidy 
separation and certainly would be a stronger congressional admonition to the 
administrative agencies on this matter. 

4. The fourth amendment refers to page 6, line 18 and would strike out the 
period and all that follows down through the second comma in line 20 and would 
insert “among’’. The effect of this last amendment would be to make it as clear 
as possible to the CAB that the four categories upon which allocation of air carrier 
receipts and expenditures are to be determined would be limited to those men- 
tioned in 8S. 1137—i. e., ‘transportation of passengers and their baggage, trans- 
portation of freight, transportation of express, and transportation of mail’’. 

While I would be naturally pleased if S. 1137, with these four amendments, 
were reported by the committee, I feel that any bill reported by your committee 
which ineludes the philosophy and legal safeguards of S. 1137 with these amend- 
ments would merit the speedy approval by the Senate. 

With kindest personal regards, 

Yours very sincerely, 
Hersert H. Lexan. 
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Mr. Marvin. The National Planning Committee of AVC passed 
some time ago a very strong resolution in favor of this bill which is 
quoted in appendix B, and its Executive Director, Louis C. Pakiser, 
appeared on behalf of this same bill before the House Interstate Com- 
mittee last year. AVC strongly supports the separation of concealed 
airline subsidies as provided in S. 436. They have asked me to appear 
here today to present its views because of my advocacy for 2% years 
of subsidy separation here and at the House Interstate Committee 
on Subsidy Separation, and I have been a member of their’s ever 
since the war. 

We believe that the opinions and information being given you in 
this statement represent a pretty unbiased citizen interest. A num- 
ber of us have worked together as citizens for a couple of years to try 
to do something about this little reform and we have joined together 
in a Citizens Committee for Subsidy Separation. So my statement is 
made, not only on behalf of AVC, but also with the concurrence of 
the following members of the Citizens’ Committee for Subsidy Sep- 
aration listed here: 

Mr. Norman MacDonald, executive director, Taxpayers Federation, 11 Beacon 

Street, Boston. 

Mr. James M. Landis (former Chairman, SEC and CAB), Room 953, 230 Park 

Avenue, New York 17, N. Y. 

Mr. William C. Doherty (president, National Association of Letter Carriers), 

1525 H Street NW., Washington, D. C. 

Dr. Godfrey Lowell Cabot (elder statesman in aviation, former president, National 

Aeronautics Association and FAI), 77 Franklin Street, Boston 10, Mass. 

Mr. Joseph J. Grefig (Flight Safety Organization, AF of L and CIO), 342 Grant 

Avenue, Brooklyn 8, N. Y. i 
Mr. John F. Budd (publisher, Air Transportation, Customs House Guide), 10 

Bridge Street, New York 4, N. Y. 

Mr. Robert E. Kline, Jr., (attorney and drafter of first subsidy separation bill), 

322 Munsey Building, Washington, D. C. 

Mr. Hartman Barber (Brotherhood of Railway Clerks), 11 Independence Avenue 

SW., Washington, D. C. 

Mr. James F. Horst (director, Air Transport Division, TWU), 81-16 Roosevelt 

Avenue, Jackson Heights, N. Y. 

Mr. Hugh States, CIO, 1571 James Avenue, Redwood City, Calif. 
Mr. Hoyt 8. Haddock (executive secretary, CIO Maritime Committee), 132 

Third Street SE., Washington, D. C. 

Mr. Louis C. Pakiser, Jr. (executive director, American Veterans Committee), 

1751 New Hampshire Avenue NW, Washington, D. C. 

Mr. John Gunther (legislative representative, Americans for Democratic Action), 

1740 K Street, NW, Washington, D. C. 

Mr. Michael Straight (Chairman, American Veterans Committee), in care of New 

Republic, 1416 F Street NW, Washington, D.C. _ 

Mr. Harold Russell (national commander, AMVETS), 724 Ninth Street, NW, 
Washington, D. C. 7 
Mr. Charles Slayman (legislative director, AMVETS), 724 Ninth Street NW., 

Washington, D. C. 

Mr. David L. Behncke (Air Line Pilots Association, International), 3145 West 

Sixty-third Street, Chicago 29, Ill. 

Mr, Larry Cates (Air Line Pilots Association), 1185 National Press Building, 

Washington, D. C. 

Mr. George Nelson (International Association of Machinists), Ninth and Mount 

Vernon Place NW., Washington, D. C: 


Some of these members may appear later in addition to this state- 
ment to cover certain specific aspects of subsidy separation. 

At present the Government is overpaying the airlines for carrying 
the mail, thus 
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(a) imposing on the deficit-ridden Post Office a burden of $40,000- 
000 to $70,000,000 a year, according to the conservative estimates of 
the chairman of the Civil Aeronautics Board before the House Appro- 
priations Committee, and 

(6) providing a concealed subsidy to the airlines which the citizens 
cannot see and upon which their elected Representatives in Congress 
have no opportunity to pass. 

Can this situation be cured without legislation? 

We believe not. We believe that the Civil Aeronautics Act of 1938 
must be amended to provide for the separation. 

In support of that view we cite the report of the House Post Office 
and Civil Service Committee made 3 years ago. 

It is the recommendation of the committee— 
meaning the House Post Office Committee— 


that the subsidy element in air-mail pay be separated. It has been suggested 
that this could be arrived at by accounting procedures in the Post Office Depart- 
ment. However, this procedure would not eliminate the basic objection which is 
that, under the present situation, we have an administrative board allocating 
public funds through which basic public policies are established without action 
directly by the Congress. The better solution is to make provisions for sub- 
sidies directly to the Civil Aeronautics Board (H. Rept. 1958, 80th Cong.). 

The same view is held by the vigorous reports of the Senate Appro- 
priations Committee in the Eighty-first Congress: 


The committee— 
meaning Senate Appropriations Committee— 


again calls the attention of Congress to the incongruity of charging the Post 
Office Department appropriation under the guise of cost of carrying the mails 
by air, huge sums of money running into millions of dollars which, in truth, have 
no relation whatever to the costs of air-mail transportation but. in fact, are simply 
subsidies to the recipient airlines. The committee believes that the Civil 
Aeronautics Authority Act of 1938, as amended, should be further amended so 
as to provide for the payment of this subsidy under its present designation and, 
thus, to relieve the Post Office Department from being required to carry the item 
as a part of its appropriation. Such change in the 1938 law will also serve to 
let the Congress and the people know the nature and extent of this subsidy (5. 
Repts. 310, and 1198, 81st Cong.). 

These reports, one made in the Republican-controlled Eightieth 
Congress, the other made in the Democratic-controlled Eighty-first 
Congress, are clear indication that subsidy separation is a bipartisan 
reform. 

Since legislation is required to achieve this reform, the following 
are what we regard as the essential ingredients of such legislation, and 
it is against these essential principles that I will comment on the six 
bills before your committee. 

1. Cost standard.—Mail pay equals “compensation for the cost of 
handling mail’’ (President Truman, 1952 Budget message). 

“‘Air-line subsidies” are “the amounts paid to the air lines over and 
above the cost of carrying air mail.”’ (President Truman, message 
to the Congress on postal rates, February 27, 1951.) 

To separate one thing from another, at least one of the two must be 
defined. S. 436 follows President Truman’s recommendation by 
defining (p. 3) mail compensation as being fair and reasonable rates, 
the ceiling for which shall be the cost of ‘the mail services rendered, 
plus a fair return. 





10 ,000- 
ates of 
Appro- 


‘itizens 
sngress 


of 1938 


t Office 


uggested 
Depart- 
which is 
jlocating 
ut action 
for sub- 
g.). 


Appro- 


the Post 
the mails 
uth, have 
re simply 
the § Civil 
1ended so 
ition and, 
r the item 
» serve to 
ibsidy (5. 


ightieth 
hty-first 
partisan 


ollowing 
jon, and 
n the six 


e cost of 


over and 
message 


» must be 
ation by 
ble rates, 
rendered, 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY ’° 165 


Everything over and above this standard of mail compensation is 
to be considered subsidy. 

5. 436 thus makes a rather simple and straightforward separation. 

S. 1137 copies the earlier bill but permits a loophole by using the 
words “‘based on” instead of “shall not exceed” (p. 3, line 5). Thus, 
where 5S. 436 sets a definite ceiling on mail pay to be required of the 
post office, 5. 1137 permits anything from the cost of services rendered 
on up. If Senator Lehman’s proposed amendment No. 1 were made 
in S. 1137, this objection would be taken care of. 

At that pomt I’d like to comment, Mr. Chairman, that the same 
objection to the use of the words “based upon” would apply, | think, 
to amendment No. 1 recommended to you yesterday by the Chairman 
of the Civil Aeronautics Board, who wanted to change 5S. 436, which 
presently reads “shall in no event exceed the reasonable and necessary 
cost”’ to read “shall be based on the experienced and projected costs.” 
I think the difficulty or loophole made possible by the use of the words 
“based upon’’ is quite clear. As for what the words ‘experienced 
and projected costs’? mean, I wouldn’t have any idea. The original 
Kennedy-Johnson bill, H. R. 2908 and S. 1431 used the term ‘actual 
cost,”’ and that term was altered in the bill as reported out by the 
House Interstate Committee last August to read “necessary and 
reasonable costs,’’ and was done so on the specific advice and request 
of the Civil Aeronautics Board. (Reference hearings on Air Mail 
Subsidies, House Interstate Committee, 8ist Cong., bottom line of 
p. 26, and p. 242 and p. 245.) So, the Board seems to be inconsistent 
with the Board’s position of last year in thinking up a new verb and 
two new adjectives to be associated with the word ‘“‘cost.”’ 

S. 1657, instead of legislating a standard to be followed by the 
Civil Aeronautics Board in setting mail rates, picks a number out of 
the air and attempts to legislate it. Whether the legislated rates 
of 42 cents a ton-mile for the Big Four, 63 cents a ton mile for the 
other trunk carriers, and 84 cents a ton mile for the feeder lines is a 
correct rate of mail compensation is something that I believe none 
of us knows, because as yet there has been no allocation of mail costs 
separate from the other costs of the airline. 

While these rates are somewhat lower than what is being paid out 
now by the post office, they are still considerably higher—almost 
twice—than the express or freight rates charged by the same airlines, 
and in point of fact, mail as an inanimate object is more closely related 
to cargo than to passengers. 

As for the international mail pay section of S. 1657, the press 
release accompanying the bill states that it brings mail compensation 
to $1.51 per ton mile. That a great deal of subsidy would be contained 
in this rate is seen in the fact that $1.51 a ton-mile for mail is over 
twice the rate for an equivalent weight of passengers, and about four 
times the average freight-and-express reverue of those same airlines. 

Naturally, mail which does not require the attentions of a pretty 
stewardess, nor the stimulation of a champagne cocktail and a hot 
meal aloft, nor the comforts of a well-padded seat, should command 
a lower rate than passengers and not one twice as high. While mail 
may take more frequent dispatch and higher priority than cargo, and 
therefore might be considered to have a higher rate thar that for 
cargo, on the other hand there are many economies to flying mail, 
such as the fact that no advertising nor any salesmen are needed, and 
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in fact it is presented to the airline on something of a silver platter 
by the Government. These facts indicate that to establish a mail rate 
four times the cargo rate is quite out of line. 

5. 535 is still worse, in that on page 2 it attempts to legislate pay- 
ments by the United States Post Office to United States airlines for 
carriage of United States mails at the Universal Postal Union rate. 
The UPU rate is presently $2.86 a ton-mile, and therefore under 
this bill Pan American Airways, the largest of our international 
airlines, which now gets $2.49 a ton-mile from mail including the 
hidden subsidy, would get $2.86 a ton-mile plus seven separate and 
direct subsidies on top of that. 

That is known as a steal in the name of reform. 

The Universal Postal Union, by international agreement, establishes 
this rate which applies only to the mail of one country carried by air- 
lines of another country. It is an odd rate covering an odd situation, 
and in point of fact, only about 3 percent of American mail moves 
that way. It makes no sense at all to try to legislate this rate for the 
other 97 percent of our foreign air mail. 

At the House Interstate hearing February 21, 1950 (printed hear- 
ings, p. 10), Secretary of Commerce Sawyer said—and this is much 
the same as the statement he gave this morning to your committee: 

If the present system of payments, which includes large elements of subsidy, 
is to be revised, it is clear that a new standard must be developed for the air-mail 
payments which are to be made exclusive of the separate subsidy payments. I am 
inclined to think that the fully distributed cost standard represents the most 
satisfactory one. Since the Government is the sole tender of air mail, value of 
service considerations which might conceivably be appropriate in the case of 
commercial traffic certainly should not be applied so far as the air-mail rates are 
concerned. The service which the Government receives should be paid for on the 
same basis that applies in other situations where competition is not possible, 
namely, cost plus a reasonable return on the investment devoted to the service, 


Measured against these standards of President Truman and Secre- 
tary Sawyer, S. 436 is the best bill; S. 1137 would be satisfactory only 
if Senator Lehman’s amendment were adopted; S. 1656 is too arbitrary 
and leaves some subsidy in the mail pay; S. 1757 and S. 1870 would 
permit value of service as well as cost and thus allow hidden subsidy, 
and it also omits the international airlines entirely; and S. 1870 and 
S. 535 are sheer robbery. 

2. Cost allocation: 

The mail rates should no longer include any need or subsidy element but should 
be based on the service rendered. They should reflect a fair allocation of costs 
between mail, passenger, and freight services (Hoover Commission Task Force 
Report on Regulatory Commissions, February 1949, p. 76). 

The fully distributed cost standard is the most appropriate one for measuring 


fair and reasonable air mail payments (Secretary of Commerce Sawyer, hearings 
on air mail subsidies by House Interstate Committee, 81st Cong., p. 11). 


Setting cost of services rendered as the standard for air mail com- 
pensation necessarily means that a system must be set up to unearth 
those cost figures. 

As pointed out in the very comprehensive report of the House 
Interstate Committee: 

It is of course impossible to arrive at the cost of one service rendered by an air 
carrier, such as its mail service, without arriving at the costs of the other services 
it renders (H. Rept. 3041, 81st Cong., 2d sess., p. 8). 

In other words, we must know henceforth what it costs each airline 
to fly the mails, separate from its other costs. 
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The point is sometimes made by opponents of the subsidy separation 
that the Civil Aeronautics Board at present has authority to require 
the airlines to allocate their costs between the different forms of 
traffic. 

That is, I believe, a correct statement and has been correct since 
enactment of the Civil Aeronautics Act of 1938. 

But the fact remains that in the 13 successive years the Civil 
Aeronautics Board has never gotten around to the job of requiring 
cost allocation, despite many pious promises to do so. 

So we, here in 1951, are spending $140,000,000 a year, or whatever it 
is, in air mail payments and still nobody knows how much it costs to 
fly the mails. 

“One of the members of our committee, Bob Kline, commented that 
we have gotten skeptical, and that is partly why we recommend 
that any subsidy separation bill make it mandatory that airline costs 
be allocated among the different services rendered by them. 

Our skepticism “that the Board would ever get around to cost 
allocation unless required to do so by legislation is not without 
foundation. Back at the time of the Finletter Commission (Presi- 
dent’s Air Policy Commission) the Civil Aeronautics Board fought like 
a tiger against any recommendation that subsidies be se parate ed from 
mail pay. It is my information that the Finletter Commission gave 
in on that point, especially on the very strong representations by one 
member of that Commission, and did not recommend legislation to 
separate subsidies from mail pay. However, on page 103 of the 
Finletter Commission’s report made in January 1948 you will see that 
the Commission recorded its expectation that, under existing law, 
without new law, the CAB would do this job: 

It is desirable, however, for the Civil Aeronautics Board, in cooperation with 
the Post Office Department, to study the cost of air-mail service with a view to the 
future when most airlines will be able to operate without subsidy payments. It is 
to be expected that, as the Civil Aeronautics Board develops new methods of cost 


accounting determining fair and reasonable rates for the carriage of passengers 
and property, it also will develop cost standards applicable to mail carriage. 


Unfortunately, in the succeeding 3% years this expectation has 
never been fulfilled. 

On February 26, 1949, 5 days after Congressman Kennedy had 

introduced his separation bill, H. R. 2908, simultaneously with the 
release of the Hoover Commission report recommending separation, 
the CAB put out a press release to the effect that a study of air-mail 
costs was “initiated today.” Two and a quarter years later this study 
has not been completed, and in any event it covers only certain of the 
air-mail carriers and not all of them. 

In response to a question directed by Congressman Beckworth at 
the House Interstate Committee on February 24, 1950, the Chairman 
of the Civil Aeronautics Board states: 

I do not believe you can implement this bill without in effect developing a 
cost-allocation system for the carriers with respect to all of the services rendered, 

We agree with that statement, and want to be sure that such a 
cost allocation system is written into the separation bill. We there- 
fore disagree with the proposal of the Chairman of CAB made to 
you yesterday that cost allocation be stricken from the bill. The 
CAB made that recommendation before over at the House Interstate 
Committee, but the bill with the cost allocation system intact was 
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favorably reported by a vote of 15 to 2 on August 31, 1950, and | 
hope you gentlemen will be of like mind. 

Mandatory cost allocation is provided for in S. 436 and also in 
S. 1137 (especially with Senator Lehman’s amendment No. 4, with 
which we heartily concur), but the other bills (S. 535, S. 1657, S. 1756 
S. 1757, and 8S. 1870) do not provide for mandatory cost allocation 
and are*therefore defective in that respect. 5 

I’d like to say as a slight exception that S. 1756, which was written 
by a former member of our Task Force, Mrs. Lucile Sheppard Keyes, 
does set up fully distributed cost as the proper standard for mail 
pay and includes what may be a very practical method of cost alloca- 
tion on page 4, S. 1756, lines 7 through 13. I must say that I ain 
tickled pink that a housewife with several children to bring up, pro- 
duces a bill without any legal staff, without any assistance, without 
any money, and I think her bill makes as much or more sense than 
some of the things that have come out of some of the big Government 
agencies on this subject. I think she is entitled to a great deal of 
credit. 

3. Separate appropriations: 

We recommend, however, that the amounts of these subsidies should be paid 
to the post office by open appropriation from tax funds and not imposed upon 
the post office or the mail users in this hidden manner. By such a course, the 
President, the Congress, and the public may know what the amounts of the 
subsidies are (Hoover Commission, Report on the Post Office). 

At present, the airline subsidy is merged with compensation for the cost of 
handling mail and included in postal expenditures. These two elements should 
be separated, and the subsidy portion paid by the Civil Aeronautics Board from 
funds appropriated specifically for that purpose.—President Truman, 1952 
budget message. 

You are never going to have really effective separation until it is 
legislated that the airline subsidies are to be made into a separate 
appropriation, chargeable to the Civil Aeronautics Board, and no 
longer hidden in the Post Office appropriation. 

Until that change is made, and it must be made by law, neither 
the public nor the elected representatives of the public in Congress 
will have an opportunity to pass upon subsidies for the airlines. 

S. 436, 5S. 1137, and S. 1756 all specifically say, in the section on 
subsidies: 

Payments under this subsection shall be made by the Board out of sums appro- 
priated to the Board for such purpose. 

This language clearly means there shall be a separate appropriation 
and that the CAB will have to justify the appropriation and account 
for the spending of it. 

S. 1657 indicates that there is to be a separate appropriation, but it 
does not specifically state on page 5, lines 18-19, that this is to be a 
separate appropriation to the Civil Aeronautics Board. 

S. 1757 omits United States international airlines from the separa- 
tion reform (a very serious defect) and provides a rather confused 
system of appropriations for the domestic airlines under which, appar- 
ently, there would be separate appropriations for subsidies but subsidy 
payments to the airlines would continue to be made by the post office 
along with the air mail payments. 

S. 535, covering only United States international airlines, provides 
not only a sky-high compensatory mai] base rate but also appropria- 
tions covering seven direct subsidies to be paid by the Government: 
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1) Construction-differential subsidy for new planes. 


‘ 


ia) Full cost of any defense features in new planes. 
(3) Government to buy old planes from airlines. 

(4) An operating-differential subsidy. 

(5) A special reserve fund from excess profits which can be used 
to reimburse airline whenever its net income for any year is less than 
6 percent. 

(6) Any grants or contracts necessary for national interest. 

(7) Such additional aid as it (four members of CAB) determines to 
be necessary to offset foreign-flag competition ($25,000,000 is author- 
ized for (6) and (7) in addition to (1) to (5)). 

S. 535 therefore sets something of a record in providing for subsidy 
appropriations for Pan American and the other international airlines, 
and it would certainly be the most expensive piece of legislation 
which could be passed of all the bills pending before your committee. 

It ties the Government to specific items of subsidy, instead of 
writing a genuine standard of national defense, national commerce, 
or the postal service, as S. 436 does, which would leave to future 
Congresses the determination of how much to spend in subsidizing 
our airlines. 

4. Full public information: 

The method of paying this subsidy should be changed, however, in order to 
provide the public with full information as to its cost (President Truman, 1952 
budget message). 

Losses and subsidies should be made clear each fiscal year and passed upon 
by the Congress (Hoover Commission Report on Federal Business Enterprises, 
February 1949). 

These reports recognize the taxpayer has a right to know what his 
money is being spent on. 

In addition to providing for separate and open appropriations for 
airline subsidies and mail pay, S. 436 and S. 1137 include as section 
4 the requirement that the annual public report of the CAB include 
full data on mail pay and subsidies. This additional safeguard is 
omitted in all the other bills. 

Doubtless attempts will be made again, as they have been ia the 
past, to prevent public disclosure of the subsidies. In that connec- 
tion I ask permission, Mr. Chairman, to insert at this point in the 
record an article by Drew Pearson appearing in the June 4 Washington 
Post and other papers. 

The CuHarrMan. Without objection the insert will be made. 

(The information referred to is as follows:) 


[From Washington Post, June 4, 1951] 
THe WasHINcTton Merry-Go-Rounp 
By Drew Pearson 
AIRLINES LOBBY 


What the American taxpayer doesn’t know about the airlines is that they con- 
tinue to get a heavy subsidy from the taxpayers, yet simultaneously the taxpayers 
have no way of knowing how much that subsidy is. 

If the railroads got a similar subsidy there would be howls of anguish from the 
public. But thanks to a powerful airline lobby, the airlines get away with it. 

How potent the air lobby is has been illustrated recently by some significant 
Dacre wirepulling in which President Truman’s own subordinates undercut 
iim. 
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Truman has long advocated publicity regarding air subsidies. Yet Truman’s 
own air coordinating committee, made up of Truman’s own appointees, has seeret|y 
ruled otherwise, and are trying to keep this information from the public. 

Chairman of the Truman Air Coordinating Committee is Del Rentzel, Under 
Secretary of Commerce in charge of transportation. Yet the Air Coordinating 
Committee has just prepared a confidential paper, No. 93/1A, which flatly comes 
out instead for the airline lobby’s policy of secrecy. This column has obtained a 
copy of the confidential ACC paper, which bluntly recommends leaving “the Gov- 
ernment in control of the degee of disclosure * * * even to the extent of 
preventing all disclosure of subsidies if circumstances justified.” 


HIDDEN POSTAL GRANTS 


At present airline subsidies are hidden in postal grants, paid out to the big air- 
lines for carrying the mail. Pan American Airways alone received $46 million in 
mail pay last year. However, the public has no idea how much was a legitimate 
charge for flying the mail and how much was pure gravy at the taxpayers’ expense. 
Figured on the basis of weight alone, the Post Office paid Pan American nearly 
four times above the passenger rate. 

The President has recommended separating the gravy from the mail pay, and 
letting the Civil Aeronauties Board pay whatever subsidy is needed and the Post 
Office pay the legitimate mail costs. In defiant opposition, Mr. Truman’s own 
committee proposes confidentially: ‘““Both amounts * * * would continue to 
be presented in the budget of the Post Office Department, and payment to the 
carriers administered by that Department.”’ 

Truman also recommended against granting a special exemption for the inter- 
national airlines. This has been pushed behind the scenes by Pan Am, so that if 
the other airlines are forced to reveal their subsidies, Pan Am would still be exempt. 

lowever, the President’s Air Coordinating Committee agreed with Pan Am, in- 
stead of with the President, and proposed that, no matter what was done about do- 
mestic airline subsidies, “the present methods of establishing and making mail 
payments to the United States flag (international) carriers (should be) un- 
changed.” 


Mr. Marvin. I don’t think it makes sense to treat the airline sub- 
sidies with the secrecy accorded to the H-bomb. Knowing our air- 


mail subsidy wouldn’t help any of our enemies; they are not being 
fooled; the only people who are being fooled are the American tax- 
payers. 

Attempts to continue to hide from public scrutiny the extent to 
which private airlines are being subsidized by the Government imply 
a basic distrust of democracy. We cannot expect democracy to work 
at its best if information is withheld from the public. Actually, the 
American people are extremely air-minded and are apt to be generous 
in approving aviation subsidies for legitimate purposes. U nless there 
is some illegitimate purpose in mind for these subsidies, I cannot 
understand why there is fear on the part of the airlines or the Govern- 
ment aviation agencies to take the public into their confidence. 

Therefore, we cannot go along with the suggested amendment of 
the Chairman of the CAB made to you yesterday for the deletion of 
section 4 in 8S. 436, which presently calls for a full public report on how 
much is being spent for airline subsidies, and how much for mail pay, 
and we therefore recommend that S. 436 be left as is. 

Incidentally, the CAB made that same request over at the House 
last year and was turned down. That report requirement remained 
intact through all the stages of the House debate, including unanimous 
passage of H. R. 9184 on the floor of the House. 

5. Complete separation of subsidies from mail carriage: 

The committee feels that, with the separation of subsidy from air-mail pay made 
by the bill, there is no logical basis for limiting the class of air carriers eligible for 
subsidy to those holding mail certificates, particularly in view of the fact that 
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subsidy determinations are to be made with respect to furthering not one national 
objective, but three: That is, the national defense and the commerce of the United 
States, as well as the postal service (H. Rept. 3041, 8lst Cong., 2d sess., p. 8). 


Back in 1938 when the Civil Aeronautics Act was passed it was 
supposed that airline subsidies would be only a temporary thing, and 
given out in small amounts, and mail pay was as convenient a device 
as any for doing it. 

Former head of the Air Transport Association, Colonel Gorrell, at 
the House hearings in 1938, stated that the domestic subsidies had been 
the previous year less than half a million dollars. Today they have 
risen to a much larger sum, anywhere from 40 to 70 million dollars 
a year for domestic and international airlines, according to the con- 
servative estimates of the Chairman of the CAB. 

We have got to get away from the old idea that flying the mails has 
anything to do with getting subsidies. Flying the mails should be a 
business proposition just like flying passengers, freight, or express. 
Subsidies should be considered entirely separately. 

lt is naturally going to be hard for some of the subsidized airlines 
and for the Civil Aeronautics Board, who have for 13 years spoken of 
mail pay and subsidy in the same breath, to consider the two sepa- 
rately, but, however hard the psychological adjustment, it must be 
done. 

S. 1187, S. 1657, S. 1757, and S. 1870 all perpetuate a connection 
between subsidies and flying the mails by limiting those who could 
even apply for subsidy to carriers holding certificates authorizing the 
carriage of mail. 

This umbilical cord from the air-mail lines to the Post Office treasury 
should be cut. 

5. 436 has a far sounder provision that any of the carriers certificated 
by the CAB are eligible to apply for subsidy. 

Then it is up to the Board to decide who meets the tests of es- 
sentiality for national defense, commerce, or the postal service. The 
bill does not direct that anybody gets subsidy nor does it deny in 
advance the application of any certificated carrier. The bill does not 
prejudice the issue of subsidies at all. 

‘Lhe restriction in S, 1137, S. 1657, S. 1757, and S. 1870 of limiting 
eligibility for subsidy to the mail lines is unhealthy for two reasons: 

1. It is bad for the Post Office, which is at present under the law, 
required to tender the mail to certificated mail carriers, because it 
means that any expansion of the airlines for defense purposes can only 
be done by handing additionai charges on the already deficit-ridden 
Post. Office. 

For example: If it was desired to multiply for reasons of airlift 
preparedness the size of the air-freight companies in this country, 
such a scheme could be carried out only by awarding those companies 
a mail certificate, which would immediately involve the Post Office 
in paying out extra millions of dollars to these companies in the form 
of mail pay, even though the whole purpose of assisting these freight 
companies would be for defense and not postal reasons. 

2. For defense and commercial reasons, the Government’s hands 
should not be tied as to what air companies it can and cannot sub- 
sidize. To exclude from the possibility of subsidy all carriers which 
are certificated only for passenger or freight operations, while sub- 
sidizing those who carry mail, would be not only discriminatory 

86630—51——12 
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between competitors but would also be excluding an importan: 
segment of our airlift reserve. How can you members of the Senate 
say in advance that airline A, just because it carries mail, is going to 
be more essential to defense than airline B, which carries only “fr eight, 
or airline C, which carries only passengers? 

As a matter of fact, 1 have seen reports that in the Korean airlif 
about half the lift was provided by companies which presently 
receive no air-mail subsidy. So as far as defense goes, the fact that 
whether one company carries mail or does not carry mail, doesn’! 
seem to be important as relates to their contribution to defense. 

At present, and as would be the case under the restrictive language 
of S. 1137, S. 1657, S. 1757, and S. 1870, the Government’s hands are 
tied, and cannot assist anyone in the airline business without giving 
them a mail certificate, which mail certificate often has no relation 
to the needs of the Post Office. It doesn’t make sense. 

S. 436 would put things on a much more rational basis. 

Congressman Kennedy went through all this at the House com- 
mittee last year and has received indications of the attitude of the 
Post Office and Air Force Departments on this problem. He is to 
appear before you tomorrow morning and can tell you the whole story. 

While the Hoover Commission’s report is silent on this phase of 
subsidy separation, I believe the spirit of the report calling for subsidy 
separation and for the removal from postal expenses of all nonpostal 
items means that we should cut off any remaining connection between 
mail carriage and subsidies. 

6. Complete coverage: Neither President Truman nor the Hoover 
Commission made any exceptions from their strong recommendations 
that subsidies be separated from mail pay. These recommendations 
cover all subsidies and all mail pay. 

Naturally, you have heard and will hear requests from special indi- 
viduals and ‘special groups for exemption or special treatment under 
the separation reform. To give a special deal to any company or 
any group of companies would naturally be discriminatory. 8. 1757, 
for example, seeks to exempt from the separation reform all United 
States international air carriers, and S. 535 and S. 1870 gives this 
same group of air carriers a special and very high mail rate. 

Passage of these bills would mean throwing into the wastebasket, 
right at the start, one-half of the separation reform recommended by 
President Truman and the Hoover Commission and the House and 
Senate committees previously referred to. 

Reason: United States international air carriers—operating in 
“foreign air transportation,” as defined in the Civil Aeronautics 
Act—now take at least half of the $140 million of “air mail pay” 
currently being billed to the taxpayers. 

If anything, the subsidy gravy in the mail pay given to our inter- 
national airlines is thicker than that given to the domestics. 

Mail pay to domestic airlines now runs around 1.75 times the 
passenger fare, three times the express rate, and over five times the 
freight rate. 

The disparity is even greater in the international field, with “ mail 
pay” running about four times the passenger fare, and eight times 
the cargo rate. 

Therefore, there is no reason for exempting or giving special treat- 
ment to our international airlines. 
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To do so would not only throw out of the window most of the 
savings in the postal deficit made possible by the separation reform, 
but would also be discriminatory 

There is no clear division at the water’s edge between our domestic 
and our international airlines. Many of our airlines have both 
domestic and international divisions. 

Therefore, the result of any such legislation as S. 1870, S. 1757, 
or S. 535, would be to limit airline A, which operates purely in the 
domestic field, to compensatory mail pay while in competition against 
airline B, whose international division would still be scooping in 
“mail pay” well mixed with subsidy. 

I cannot understand, Mr. Chairman, the revision recommended 
to you by the Chairman of the Civil Aeronautics Board yesterday, 
that there be a delay in making subsidy separation effective on 
United States international airlines. That was not drawn up in 
legal language, but it was included as part of his statement, and 
it seems to me totally inconsistent with the position of the Board 
taken in their official letter to you of August 26, 1949, which appears 
on page 2526, part 5, of your Senate Resolution 50 hearings, in 
which they state, with regard to a bill which would have postponed 
separation in the international field —— 

The CuarrMan. Were you present this morning when Secretary 
Sawyer made his statement in which he said that the President had 
no objection to that plan? I do not remembr his exact language. 

Mr. Marvin. I was. I recall reading that in the statement. I 
was very surprised to read it. I was particularly surprised because 
the policy hitherto had been expressed in this statement by the 
Chairman of the CAB to your committee, which I will read, if I may, 
at this time, because it contrasts quite a little bit with what they 
are saying to you now almost 2 years later. 

The CHAIRMAN. Yes. 

Mr. Marvin. They say: 


With respect to S. 2437, a preliminary examination reveals that, from our 
standpoint— 


meaning, I suppose, from the standpoint of the CAB— 


it is unsatisfactory in the following respects: 

1. We do not believe that separate treatment should be given to the various 
parts of the air transport system. The problems involved in separating mail 
pay and subsidy for international carriers do not seem to be peculiar. Once 
established, the principles of separation can be applied to all carriers, irrespective 
of their geographical area of operation. 


Unless I am in error, I recall that at the House last year the Sec- 
retary of Commerce stated—this is the House hearings on the Ken- 
nedy bill, air-mail subsidies, the printed hearings, page 11: 

The standards should be sufficiently precise to permit the making of compari- 
sons between carriers and the same general standards accordingly should apply 


to all carriers, or at least to all carriers in the same general classification, such 
as trunk-line operators, feeder-line operators, and international operators. 


The CuarrMan. You will recall Mr. Sawyer said this morning: 


I am advised that the President has stated that he favors prompt enactment 
of legislation providing for full-scale formal separation for these carriers— 


meaning the domestic— 


but that in view of the difficulty of accomplishing subsidy separation simulta- 
neously for all carriers, he would interpose no objection to the board’s undertaking 


. 
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the separation in the domestic field first, providing that international separation 
is not delayed for more than 1 year from the effective date of the legislation. 


And then Secretary Sawyer said: 


I am in accord with this decision. The perplexing problems in the internationa] 
field can best be resolved, in my opinion, in the light of experience gained in the 
domestic field. 

Mr. Marvin. Well, Mr. Chairman, that is a policy question that 
you and members of your committee have got to decide. 

The Cuarrman. Yes. 

I wanted to call it to your attention. I was surprised at that state- 
ment, too. 

Mr. Marvin. It seems inconsistent with what both the Civil 
Aeronautics Board and the Secretary of Commerce said on previous 
— 

I don’t know what this difficulty is that they mention here. He 
talks about the perplexing problems in the international field, and | 
will say they are perplexing everywhere. 

He refers to the difficulty of carrying out separation in the inter- 
national field. I am sure it is difficult for any airline. 

I would think it would be discriminatory even if the discrimination 
only lasted for 1 year, or 1 month. If it were different for any of the 
different parts of the air-transport system it would be discriminatory. 

From our point of view, we can’t see any point to the delay. 

And I am surprised also. 

There was talk at one point and I suppose it may be raised again 
you are having an executive session in the State Department tomor- 
row—that public disclosure might upset the delicate diplomatic 
negotiations if they knew how much our airlines are subsidized. 

I see the Secretary of Commerce says he does not think that is a 
problem. So if that is not a problem, I do not know what is the prob- 
lem, frankly. 

I would certainly hope that your committee would require pretty 
sound justification for any different or special treatment for any of the 
airlines. If you start delaying it or exempting it, or giving special 
treatment or postponements to any one group, then you open your- 
se.ves up to a charge of discrimination. Everybody will say, ‘We 
want the same deal.”’ 

And then you have no reform left. 

So all we can say is we hope that you will resist these requests for 
special treatment no matter how favorably endorsed from on high 
they may be, and that you will carry out what have been so far the 
public recommendations of the President and the Commission on 
Reorganization of the Government, which have indicated that the 
subsidies of all airlines should be separated from mail pay without 
exception. 

S. 436 and S. 1137, as amended by Senator Lehman, would accom- 
plish this purpose. 

Next we come to: 

Effective Date. President Truman in his 1951 budget message, 
said: 


I recommend, therefore, the immediate enactment of legislation to authorize 
the separation of subsidy payments from mail compensation. [Italics added.] 
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Incidentally, there again is another statement I would certainly 
find hard to reconcile with something made a year or so later saying 
‘we don’t mind if we wait a year on a certain group of airlines.”’ 

There has been increasing pressure for action, as | am sure you and 
your members of your committee are very much aware of. 

* The separation reform has been recommended by: 

1. President Truman—’51 and ’52 budget messages. 

2. Hoover Commission—Reports on Post Office and Federal 
business enterprises. 

3. Seventy-ninth Congress—Report of Board of Investigation and 
Research (H. Doc. 159). 

4. Eightieth Congress—Report of House Post Office and Civil 
Service Committee H. Rept. 1958). 

5. Eighty-first Congress—Report of House Interstate Committee 
(H. Rept. 3041). 

6. Eighty-first Congress—Reports of Senate Appropriations Com- 
mittee (S. Repts. 310 and 1195). 

7. Eighty-second Congress—Report of House Appropriations Com- 
mittee (H. Rept. 685). 

8. Eighty-second Congress—Report of Senate Select Committee 
on Small Business (S. Rept. 540). 


Citizens all over the country who have been hit in the mail box by 
curtailment of service have become increasingly restive at seeing the 
Post Office burdened by the heavy deficit of hidden airline subsidies. 

I hope that before your hearings conclude, Bill Doherty, who is a 
member of our committee, can expand on that point. 

At the 1949 hearings before this same Senate Interstate Committee, 
20 witnesses supported legislation for subsidy separation—many 


specifically for S. 1431, introduced by yourself, Mr. Chairman—only 
two witnesses supported Senate Joint Resolution 92, calling for 
further study, and only six witnesses, all of whom represented the 
subsidized airlines, opposed separation. 

The box score at the House hearings in 1950 is attached herewith 
as appendix C, and it should be noted that 12 witnesses, including 
Secretary Sawyer, the Postmaster General, the Citizens Committee 
for the Hoover Report, the CIO and A. F. of L., independent airlines, 
veterans associations, and other public interest groups, endorsed the 
Kennedy-Heselton-Johnson bill, and only one witness, retained by 
some of the subsidized airlines, opposed the bill. ‘ 

The original Kennedy bill, H. R. 2908, slightly amended, was 
favorably reported by the House Interstate and Foreign Commerce 
Committee on August 31, 1950, by a vote of 15 to 2. 

H. R. 9184, with amendments, passed the House by vote of 66 to 
nothing on December 11, 1950. 

In fact, the distinguished gentleman from California, Mr. Hin- 
shaw, who in many ways headed the opposition in the House, is to 
appear before you tomorrow and he did not cast a negative vote 
against that bill. 

On December 13, 1950, the bill was passed over at this Interstate 
Committee, and has since been reintroduced in the Eighty-second 
Congress as H. R. 508 by Mr. Kennedy and 8. 436 by yourself. 

Much of the reason advanced during the EFighty-first Congress for 
delay in the passage of the Kennedy-Heselton-Johnson bill was the 
need for further study. 
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Two hundred thousand dollars was appropriated in the summer of 
1950 to this Senate Interstate Committee with which to conduct 
studies of the air mail subsidy separation problem, this amount being 
in addition to that portion of the $234,000 assigned to this committee 
under Senate Resolution 50, which was used for staff work and con- 
tract studies on this same problem. 

Happily, these studies contracted for by your committee, Mr. 
Chairman, have been, or are about to be, completed. 

You yourself, Mr. Chairman, stated before the Senate Appropria- 
tions Committee (April 18, 1951; hearings on Third Supplemental, 
pp. 531-534): 

When these two studies (by the Interstate Committee) are available, Congress 
will have before it all the information necessary to enact legislation which wil! 
separate subsidies and compensatory mail pay * * *. We expect to have 
full information, or at least most of it, by the lst of May. 

Therefore, your committee should now be prepared to proceed with 
actual legislation to separate the subsidies from the mail pay, and 
inasmuch as these studies have been very detailed, there is considerab|\ 
less need for a lag between the date of passage of the separation bill 
and its effective date than there was before. 

For that reason, Mr. Chairman, it is our feeling that separation can 
be put into effect very shortly after passage of the bill and that the 
effective date specified in S. 1137 of December 31, 1951, should be 

erfectly feasible, or at the very latest the date specified in S. 436 of 
farch 31, 1952. 

Either of these bills would give a satisfactory effective date from 
our point of view, and the only change we would suggest is that being 
advocated by Senator Lehman in his amendment No. 4 to alter the 
language of S. 1137 to read: “on or before a given effective date” 
as is done inS.436—instead of ‘‘as soon as is practicable after * * *.” 

That these dates are none too soon to satisfy public opinion is 
evidenced in the several editorials and articles from the New York 
Times, Washington Post, Daily News, and other papers which I ask 
to have inserted in the record of these hearings, if the chairman will 
permit me to do so. I ask leave to insert them in the record at the 
end of my statement. They are items which were not printed in the 
House hearings, so there is no duplication. 

The CuarrMan. There being no objection, you may do so. 

(The material referred to follows:) 

Mr. Marvin. I believe that the taxpayers are in entire sympathy 
with the complaint of postal officials that the Post Office is called 
upon to finance—with our tax money—fancy hotel suites, with plenty 
of room service, for officials of the subsidized airlines. 

I think the expression used in one of their briefs was ‘‘filet mignon.” 

All this is charged to us at a time when the Post Office has had to 
cut mail deliveries to your house and mine to once a day. 

It is high time this situation was reformed. 

Nor, in my opinion, has the system of doling out “mail pay” by 
the millions to those who ‘“‘need”’ it most, encouraged efficiency. Dr. 
Cabot has authorized me to quote him as feeling that the present air- 
mail-subsidy practice is— 

The most deadly way of delaying progress in this extremely important field 
which could reasonably be devised. 
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And that same point of view was evidenced in President Truman’s 
budget message, in which he said—and this is, if anything, an 
understatement: 

Setting subsidies on the basis of the carrier’s revenue needs may weaken the 
incentives for managerial economy, thereby increasing the difficulty of effective 
regulation by the Civil Aeronautics Board. While a considerable gain in efficiency 
has been realized by the airlines since the end of the war, there are undoubtedly 
important opportunities for further improvement. 


Subsidies given out on the positive basis of defense and commerce 
and not on the negative basis of ‘‘need” will give the taxpayers a 
much better return on their money. 

Naturally some of the less farsighted recipients of the $140 million 
a year in “mail pay” will fight this separation reform; naturally the 
CAB will want to weaken it because they are in the very comfortable 
position of being able to spend this money without ever having to-go 
to the inconvenience of justifying it before a hard-boiled Appropria- 
tions Committee. 

That is a very comfortable position which any bureaucrat might 
envy. It is as if I were given authority to write checks on your bank 
account. 

From these few opponents you probably will be given many charts 
and a lot of reasons for delaying legislation, a lot of amendments, and 
shovelfuls of statistics, to confuse you into inaction. 

Statistics, as we all know, can be very misleading. 

I recall reading about the wife who bore quadruplets. To a solici- 
tous neighbor who visited her in the maternity ward, the proud 
mother exclaimed, “You know, the most wonderful thing about it is 
that this happens only once in 428,367 times.” 

“You don’t say,” gasped the neighbor. “I don’t see how you have 
ever had time for your housework.” 

We hope that throughout this sandstorm of statistics which you 

nee patient and tolerant way will listen to from everybody, you 

ill still see that the public has the right to keep tabs on its money, 
and for that reason we commend to you prompt passage of S. 436. 

The Cuarrman. Did you want to insert these amendments in the 
record? 

Mr. Marvin. If I may, sir; A, B, and C. 

The CHAIRMAN. Appendix A, appendix B, and appendix C, will 
be inserted into the record at this point. 

(Material referred to is as follows:) 


AprpENDIX A 


Amendments to S. 1137 (air-mail subsidy separation) proposed by Senator 
Herbert H. Lehman, and concurred in by citizens committee for subsidy separa- 
tion as strengthening 8. 1137 and reducing the principal differences with 8. 436. 

Amendment No. 1.—Page 3, line 5, strike out ‘‘be based upon” and insert the 
following: in no event exceed 

Amendment No. 2.—Page 4, beginning in line 10, strike out “any air carrier 
holding a certificate authorizing the transportation of mail by aircraft’’ and insert 
the following: the air carrier 

Page 4, beginning i in line 12, strike out “‘such air carrier’ and insert the following: 
a certificated air carrier 

Amendment No. 3.—Page 6, line 13, strike out ‘“‘As soon as may be practicable 
after’ and insert the following: On or before 

Amendment No. 4.—Page 6, line 18, strike out the period and all that follows 
down through the second comma in line 20 and insert the following: among 
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ApPpEeNDIXxX B 
AVIATION LEGISLATION 


Resolved that the NPC of the American Veterans Committee endourse prompt 
passage of legislation to separate the concealed airline subsidies from Post Office 
payments for carriage of the mails. ‘ 

his legislation was recommended both by President Truman and by the 
Hoover Commission so that (1) the Post Office might be relieved of the unfair 
burden of these hidden subsidies and (2) ‘“‘the President, the Congress, and the 
public may know what the amounts of thé subsidies are.’’ 

The bill was supported by our national executive director before the House on 
April 6, 1950 and by letters from our national chairman to our friends in Congress 
on November 21, 1950. The bill passed the House unanimously but was pigeon- 
holed in the Senate Interstate and Foreign Commerce Committee. 

The air mail subsidy separation bill has now been reintroduced as H. R. 508, 
and we call upon our national officers and urge our chapters to give AVC’s position 
to our Representatives and Senators. 

Be it further resolved that NPC of AVC desires to see fair competition between 
the subsidized airlines and the cargo and coach lines set up by veterans of World 
War II, and to that end supports not only the separation of subsidies from air 
mail pay but also the development of an air merchant marine for preparedness. 


APPENDIX C 
Box Score 


(Support for H. R. 2908 (to separate subsidies from air-mail pay) at hearings of 
the House Interstate and Foreign Commerce Committee, February 15 to 
May 24, 1950) 


Generally favoring H. R. 2908 (the genuine separation bill). H. R. 2908, 
slightly amended, became H. R. 9184; favorably reported by House Interstate, 
15 to 2, August 31, 1950; passed House with amendments, 66 to 0, on December 
11, 1950; was not acted on by Senate Interstate prior expiration of Eighty-first 
Congress. Bill reintroduced in Eighty-second Congress as H. R. 508 and 
S. 436: 

1. Secretary of Commerce Charles Sawyer, February 15, 1950. 
. Postmaster General, letter of February 10, and appearance of Assistant 
Postmaster General Paul Aiken, March 15. 
L. P. Marvin, Jr., Citizens Committee for Hoover Report and Dr. 
Robert L. Johnsqn, February 24, and May 24. 
. Earl Slick, president, Slick Airways, Mar. 9. 
5. Representative John F. Kennedy, March 9. 
. Amos E. Heacock, president, Independent Air Carrier Conference of 
America, March 15, and April 6. 
. Gregory Prince for J. H. Parmelee, vice president, Association of Ameri- 
can Railroads, April 6. 
. L. C. Pakiser, national executive director, AVC, April 6. 
. Hoyt S. Haddock, executive secretary, ClO Maritime Committee, 
May 24. 
. William C. Doherty, National Association of Letter Carriers, and vice 
president, A. F. of L., May 24. 
. John Gunther, legislative representative, Americans for Democratic 
Action, letter of May 31. 
12. AMVETS, telegram from Harold Russell, national commander, July 19. 

Favoring H. R. 2908 with considerable amendments: 1. CAB Chairman Josepb 
J. O. O'Connell, February 15, 24, and March 9. 

Taking no official position on the bills but opposed to cost basis for compensatory 
maii rates: 1. Stuart G Tipton, counsel, Air Transport Association, February 24. 

Favoring House Joint Resolution 331 (CAB to make further studies on separation 
before there is legislation): 1. John L. Sullivan, Sullivan, Bernard & Shea, 
May 24. 


The CuHarrmMAn. There are some very good reasons why the legis- 
lation might well become effective at the beginning of a new fiscal 
year, because, you know, appropriations are made on the basis of 
the fiscal year. So that might make a few months’ delay. 
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But I cannot see that that would be too hard to bear. If the 
amendment should be made effective on July 1 or June 30, 1952, the 
appropriations could be set up for that purpose. 

You made some reference to $140 million, and I want to insert in 
the record the amount of subsidy and mail pay for 1949 and 1950. 

For 1949 the figures are as follows: 

$57, 929, 920 
NNN ie: ir eae 8 Sto atls aii eda es ocdnis p dacce ss) 61, 074, 135 


119, 004, 055 
The figures for 1950 are as follows: 


NNN TT nn TT nn ee ee ee wlll 664872: Sm 
ree og ed ee ee ee ...-. 63, 354, 697 


Total for 1950 cule SEF Bae OR 


I am putting that in the record so that we will have the exact 
amounts before use. 

Of course, there is back pay which the airlines claim is due them, 
and which the CAB is resisting. What the final outcome of that will 
be, no man knows; but that amounts to $175 million through 1950. 

So your $140 million may not be very far out of line if back pay is 
added to the amounts that have been paid. 

Is there anything further you want to say, Lieutenant? 

Mr. Marvin. No, sir; I don’t think so, except again I appreciate 
the way in which you let everyone say their piece and patiently listen 
to them. 

The Cuarrman. We always try to do that. We are anxious to get 
all the information we can from every source we can, because we 
have a task ahead of us. We want to do the best job possible. 

I do not think you need have any fear that we will not act quite 
promptly. At least I will do my best to get a bill out as soon as we 
finish these current hearings. 

But since we do have so many bills before us, it seemed to me that 
it was only good judgment that we hold hearings and get as many 
viewpoints as we can before finally acting upon any one of the bills 
which are before us, or before consolidating the bills which may be 
before us and getting out a committee bill. 

We thank you very much for your appearance. 

Mr. Marvin. Mr. Chairman, before you adjourn, may I also insert 
into the record this biliography of recommendations for airmail sub- 
sidy separation that I have here? 

The CuarrmMan. Very well. 

(Material referred to is as follows:) 


BIBLIOGRAPHY OF RECOMMENDATIONS FOR ArR-MaIL-SuBsIDY SEPARATION 


I. PRESIDENT TRUMAN 

(1) 1951 budget message 

“Aviation: The Federal Government provides extensive aid, both direct and 
indirect, to civil aviation. This assistance, which is consistent with our traditional 
policy of promoting new forms of transportation, has made possible a spectacular 
development of air transport services, especially during the past decade. Although 
continued aid is required for the present, the industry should be expected to 
become increasingly self-supporting in the near future. 

“At present, direct financial assistance to the airlines is provided through air- 
mail payments, which are set generally at levels adequate to cover deficiencies in 
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the carriers’ commercial revenues. Subsidy is thus merged with the fair com- 
pensation for carrying mail, making it difficult to evaluate the cost of this aid 
in relation to its benefits. The recent rise in total air-mail payments—to an 
estimated level of about $125 million in 1950—has made it increasingly important 
that the subsidy element be separately identified. I recommend, therefore, the 
immediate enactment of legislation to authorize the separation of subsidy pay- 
ments from mail compensation. Such subsidies should be paid from funds appro- 
priated to the Civil Aeronautics Board specifically for that purpose. | 

**The standard by which subsidy rates are determined under existing legislation 
may itself merit review in the light of the industry’ s present stage of development. 
Setting subsidies on the basis of the carriers’ revenue needs may weaken the 
incentives for managerial economy, thereby increasing the difficulty of effective 
regulation by the Civil Aeronautics Board. While a considerable gain in efficiency 
has been realized by the airlines since the end of the war, there are undoubtedly 
important opportunities for further improvement. The i951 budget will permit 
the Civil Aeronautics Board to conduct more intensive investigations of airline 
efficiency, and to develop operating cost standards. This should assist the Board 
in shaping its subisdy policies so as to retain, to the maximum extent possible, 
the normal business incentives for economy” (extract from message of the Presi- 
— - the Congress transmitting United States budget for fiscal 1951, January 
9, 1950). 


(2) 1952 budget message 


“In addition to the nearly $200 million that will be spent in 1952 for. aviation 
facilities and services, the Government will spend a substantial amount in sub- 
sidies to the airlines through mail payments. Federal financial assistance has 
been a major factor in the industry’s rapid growth, and should be continued to 
the extent necessary for the sound development of civil aviation. The method of 
paying this subsidy should be changed, however, in order to provide the public 
with full information as to its cost. At present, the airline subsidy is merged with 
compensation for the cost of handling mail and included in postal expenditures. 
These two elements should be separated, and the subsidy portion paid by the 
Civil Aeronautics Board from funds appropriated specifically for that purpose. 
I again urge the Congress to enact legislation providing for this separation” 
(extract from message of the President to the Congress transmitting United States 
budget for fiscal 1952, January 15, 1951). 


Il. HOOVER COMMISSION (BIPARTISAN COMMISSION ON ORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT) 


(1) Report on the Post Office, February 21, 1949 

Subsidies: Payments to common carriers for transporting the domestic and 
foreign air mail are fixed by the Civil Aeronautics Board at a level to provide a 
subsidy to aviation. Contracts for overseas mail are also made on a subsidy 
basis. These subsidies may be most desirable. 

Recommendation No. 9: We recommend, however, that the amount of these 
subsidies should be paid to the Post Office by open appropriation from tax funds 
and not imposed upon the Post Office or the mail users in this hidden manner. 

By such a course, the President, the Congress, and the public may know what 
the amounts of the subsidies are. 

Notre.—This recommendation underlies the whole bill 8. 436. 


(2) Report on Federal business enterprises 


Losses and subsidies should be made clear each fiscal year and passed upon by 
the Congress. 

Notr.—This recommendation is embodied in section 4 of 8S. 436, calling for 
an annual public report to the Congress on how much mail pay has been spent 
and how much subsidy has been awarded. 


(3) Task Force report on regulatory commissions 


We therefore recommend that the act (Civil Aeronautics Act of 1938) be 
amended so that the subsidy will be administered by the following method for the 
a 

The mail rates should no longer include any need or subsidy element but 
should be based on the service rendered. They should reflect a fair allocation of 
costs between mail, passenger, and freight services. Doubtless the allocation will 
start as an approximation but should lead to better techniques of cost analysis. 

2. The subsidy should be separately fixed by the Board and should be appro- 
priated to the Board for the purpose. This will mean the Congress will be fully 
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informed as to the amount and basis for the subsidy and that the Board will be 
required to explain and defend its requested amounts. 

The airlines may fear that this method would make the annual subsidy a political 
issue and jeopardize their investment. We see no reason to assume that Congress 
will not appropriate the sums necessary to carry out the declared policy of the 
act. If, in practice, greater certainty is found essential for longer periods, it will 
then be possible to devise safeguards such as contracts to pay minimum operating 
subsidies over a specified number of years. 

Nore.—The cost allocation recommendation is sec. 3 of 8S. 436. 


III. CONGRESSIONAL RECOMMENDATIONS 


1. Seventh-ninth Congress.—House Document 159, report of the Board of 
Investigation and Research. September 1944, pp. 442 ff. 

2. Eightieth Congress—House Report 1958, report of the Committee on Post 
Office and Civil Service, May 13, 1948: “It is the recommendation of the com- 
mittee that the subsidy element in air-mail pay be separated. It has been sug- 
gested that this could be arrived at by accounting procedures in the Post Office 
Department. However, this procedure would not eliminate the basic objection 
which is that, under the present situation, we have an administrative board 
allocating public funds through which basic public poticies are established without 
action directly by the Congress. The better solution is to make provisions for 
subsidies directly to the Civil Aeronautics Board (‘‘H. Rept. 1958, 80th Cong., 
2d sess., by Mr. Rees.’’) 

3. EHightieth Congress.—Senate Report 1389, report of the Committee on 
Appropriations, May 24, 1948 by Mr. Cordon: ‘‘The present bill contains 
$58,583,000 for payment of costs of carrying air mail and the subsidy to commercial 
air lines. The subsidy represents the major portion of this amount, and has no 
direct relationship to the cost of air-mail transportation. Increasing competitive 
air transportation will unquestionably result in further increasing this subsidy 
payment. The rate of air-mail transportation is not fixed by the Post Office 
Department but by the Civil Aeronautics Board and is intended to represent the 
amount which added to other revenues is sufficient to guarantee to the air lines 
in question profit on their venture. The Civil Aeronautics Act of 1938, as 
amended, is the authority for this arbitrary charge against the Federal Treasury. 
* * * The committee recommends to the appropriate legislative committees 
that a comprehensive study be made of the administration of the subsidy provision 
of the Civil Aeronautics Act of 1938, as amended, with a view to enacting legis- 
lation which will divorce subsidy from the legitimate air-mai! transportation costs 
so that the true picture can be made available to the American people.” 

4. Highty-first Congress.—Senate Reports 310 and 1198, reports of the Senate 
Committee on‘ Appropriations. April 29 by Mr. Maybank and October 17, 1949 
by Mr. MeKellar. ‘The committee again calls the attention of Congress to the 
incongruity of charging the Post Office Department appropriation under the 
guise of cost of carrying the mails by air, huge sums of money running into 
millions of dollars which, in truth, have no relation whatever to the costs of air- 
mail transportation but, in fact, are simple subsidies to the recipient airlines. 
The committee believes that the Civil Aeronautics Authority Act of 1938, as 
amended, should be further amended so as to provide for the payment of this 
subsidy under its present designation and, thus, to relieve the Post Office Depart- 
ment from being required to carry the item as a part of its appropriation. Such 
change in the 1938 law will also serve to let the Congress and the people know 
the nature and extent of this subsidy.” 

5. Highty-first Congress.—House Report 3041, report of the House Committee 
on Interstate and Foreign Commerce, favorably reporting H. R. 9184, August 31, 
1950 by Mr. Beckworth. Entire report pages 1-15 (N. B.: This is the best 
analysis of air-mail subsidy separation ever written.) 

6. Eighty-second Congress.—House Report 685, reported by Mr. Rooney for 
the Committee on Appropriations: ‘It is recommended that legislation be enacted 
to separate airline subsidies from compensation for the cost of carrying air mail. 
The subsidy portion, if any, should be paid through a separate appropriation 
rather than as presently handled through the appropriation for the Post Office 
Department.” (July 10, 1951.) 

7. Eighty-second Congress.—Senate Report 540, reported by Senator Sparkman 
for Select Committee on Small Business: (July 10, 1951.) 

‘3. Legislation: Further, your committee favors immediate enactment of 
legislation to separate airline subsidies from compensation for the cost of carrying 
air mail.” 
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[From Washington Post, June 14, 1951] 
ADMINISTRATIVEITIS 
(By Marquis Childs) 
FAILURE OF GOVERNMENT REGULATION 


According to that learned doctor of philosophy, Senator Pau! Douglas of 
Illinois, the disease of administrativeitis has spread its blight over large areas of 
the Washington bureaucracy. In a recent speech Douglas analyzed two phases 
of this menacing disease. One might be described as just plain decay—the 
Government agency lapses into a stale and profitless routine. The second form 
that administrativeitis takes is more complicated. 

An agency is set up to regulate a monopoly or near-monopoly such as the 
railroads. Gradually it becomes infiltrated with representatives of the industry 
to be regulated and they proceed to use the Government for their own special 
purposes. 

The airline industry, for all its extraordinary growth, is comparatively new, 
Yet the infiltration process appears to be taking place in the Civil Aeronautics 
Board, which is charged with regulating the industry. At any rate, the industry 
seems to get just about what it wants out of Government. 

Defving that safest of all Senate rules about not sticking your neck out, Senator 
J. William Fulbright courageously dug into the Reconstruction Finance Corpora- 
tion and exposed some unsavory business charged up to the taxpayer. Briefly, 
the Fulbright Subcommittee inquired into loans proposed for Northwest Airlines. 

Chairman Fulbright was questioning Harold A. Jones, then a member of the 
Civil Aeronauties Board, on the importance of the subsidy to the airlines that is 
concealed in the mail pay they receive. Jones offered the “‘guess’’ of the Post- 
master General that the subsidy was one third of the total amount. Fulbright 
then brought up instances in which he suggested that CAB had bailed out 
inefficient lines. The following exchange occurred: 

“FuLpricut. Those were cases in which the mail pay was a very substantial 
amount; were they not? That is always in the picture. 

“Jones. It is always in there and I imagine the creditors did not pursue the 
road to bankruptey because. ... 

“Futsricut. They thought you would bail them out? 

“JonEs. They thought we would bail them out.” 

The RFC subsequently underwrote bank loans to Northwest Airlines totaling 
$21 million. Of this amount $4,790,000 has been repaid. 

As Fulbright pointed out at the time, the fact that CAB had to certify to RFC 
that this was essential gave the Aeronautics Board a vested interest in seeing that 
the line was kept solvent. The board is responsible for fixing the amount of mail 
pay to individual carriers. 

On April 11 the Board authorized for Northwest for transporting the mail over 
domestic routes $14,091,574 for the period from December 8, 1947, through 
December 31, 1950. This represents, in part, an addition to earlier payments 
made to the line for the same period. 

For its transpacific operation, Northwest was awarded $14,869,000 covering 
the period from September 26, 1946, through December 31, 1950. This amount 
is less than what the board had already awarded the line for covering the routes 
flown in the Pacific. 

Now these sums may have nothing to do with the fact that CAB, in effect, 
committed itself on Northwest’s transaction with RFC, But with Uncle Sam 
in a dual role—as lender and guarantor of the loan—it is hard to see how efficiency 
and economy can be promoted, 

Senator Edwin Johnson of Colorado, chairman of the Senate Commerce Com- 
mittee, has now introduced a bill proposing to separate subsidy from airmail pay 
on both domestic and international routes. This is a step long urged by the 
Hoover Commission on reorganization of the Government. The Johnson bill, 
however, includes specific mailpay rates rather than providing that the lines be 
compensated for carrying the mail plus a reasonable return on investment. The 
latter method is essential, in the belief of many who have studied the problem, to 
insure both economy and efficiency. 

So much needs to be done, In private, Senators do not hesitate to talk about 
the connections, the pull, and the favoritism that riddle the present regulatory 
system. In spite of prodding and needling on the necessity for a thorotgh 
investigation of polities and deals in the shipping and the airline industries, 
Johnson has determinedly looked the other way. 
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The Civil Aeronautics Act was intended to encourage limited competition 
through Government regulation. If this is not possible, then the law had better 
be repealed and we would at least save some Government salaries and be spared 
the gobbledygook of regulation that does not regulate. 


[From Washington Post, June 13, 1951] 
GOVERNMENT FAvoRsS 
(By Marquis Childs) 
AIRLINE AND SHIPPING COMPANIPS 


No one has vet undertaken to write a thorough-going treatise on how to be a 
successful Senator. But a likely author of such a handy reference work is the 
senior Senator from Colorado, Edwin C. Johnson. 

The essence of the Senator’s formula for suceess seems to be the gentle art of 
sitting tight and saying nothing or practically nothing. Of late some of Senator 
Johnson’s colleagues have been talking about him with envy not unmixed with 
bittnerness and resentment. 

As chairman of the Senate Interstate and Foreign Commerce Committee, 
Johnson has been successfully ignoring all hints and suggestions that two unsavory 
situations be investigated. Both involve influence, pull, favoritism and, in all 
probability, law-breaking through secret political contributions in large amounts. 
Many observers believe that a really thorough inquiry in these two fields would 
produce far greater scandals than have yet been brought to light. 

One is the shipping industry, with the sale and resale of Government-built 
tankers and merchant vessels to those with inside knowledge and the operation of 
these vessels under foreign flags and by foreigners, particularly Greeks, who pay 
no taxes to any country. Some of these ships are believed to have been involved 
in the smuggling of war materials to Communist China. 

The second field is the airline industry. Persistent rumors of favoritism and 
influence have centered about decisions of the Civil Aeronautics Board awarding air 
routes and air-mail pay—including concealed subsidies—to the major airlines. 

To get into these two situations realistically in the public interest would take 
two things. First, it would take determination, and courage at the top. Second, 
it would take a staff of skilled investigators, particularly for shipping where so 
much is hidden in intricate transactions of one kind and another. 

The power of the CAB to award commercial routes both at home and abroad 
has stirred a fierce behind-the-scenes political scramble. This was especially 
acute in the summer and fall of 1948 in competition for the route to Hawaii and 
points beyond in the Pacific. On June 30 of that vear Northwest Airlines got a 
permit for Hawaii. On October 4, Pan American Airways was authorized to fly 
the same route. 

I believe that an honest and skilled investigation would show that before the 
presidential election an agent of an airline company paid to an agent of 
Democratic Party $85,000 in cash. That could be established only by an investi- 
gating staff empowered to subpena witnesses who would testify under oath. It 
will naturally be denied with self-righteous indignation. 

Last vear by a majority decision the Civil Aeronautics Board ruled against the 
proposed merger of the international routes of American Overseas Airlines and 
Pan American. Under the law an internatlonal decision must be approved hy the 
President before it 1s final. President Truman first stamped the majority opinion 
O. K. and returned it to the board. 

But before it could be released, the presidental O. K. was recalled and Truman 
then officialivy overruled the CAB. Rumors about the high-powered—and highly 
paid—influence that brought this about persisted in the aftermath of a political 
decision reversing all the experts. 

Inside the CAB it was reported at the time that a strong opinion had been 
prepared by the Department of Justice disapproving the merger on the ground 
that it would promote a monopoly. On political instructions from higher up 
that opinion is said to have been withdrawn. A eomparatively innocuous Depart- 
ment of Justice brief was finally filed in the case. 

Pan Am and W. R. Grace & Co., with shipping and a wide variety of interests in 
South America, are now in a legal battle over the right to carry passengers into 
New York. Both companies charge monopolistic designs on the part of the other. 
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If Pan American seems to figure largely in this account, it is perhaps because 
it is richer and more powerful than any other company and because other li).s 
were in the field earlier to barter bought-and-paid-for influence for advantages: 
position. A subsequent column will describe ‘‘Operation Subsidy”’ in the instance 
of another airline. ; 

Senator Owen Brewster, of Maine, a member of big Ed Johnson’s Commoerve 
Committee, urged publicly sometime ago that the chairman consider whether a), 
airline investigation was necessary. But there is little evidence that Brewster, 
a long-time friend of Pan American who introduced a bill to create a monopol\ 
airline for the United States in the foreign field, has pushed his suggestion. 

Next vear airline franchises for American companies operating in the Atlanti: 
expire. Next vear is a presidential year. Unless some action is taken, thes; 
prizes are likely to be put on the political auction block in the kind of shocking 
barter that has long degraded this capital. 


[From the Washington Daily News, February 21, 1951] 
GivE-Away PRoGRAM 
(Extract from editorial) 


Seems to us that all this again points out the need for a very fundamental 
change in the way airlines get subsidized. 

Everybody likes to play Santa Claus. That goes for CAB members as well as 
all other members of the human race. 

Furthermore, Board members are in the position of arbitrators. All the arbi- 
trators we’ve ever known had one common trait: if they had to take a bit away 
from this side here, they gave a bit back there, ‘to even it up.’’ That’s the way 
arbitrators stay in business. Don’t please everybody, and don’t make anybody 
too sore. 

The suspicion that these human factors operate in air subsidies will always be 
present for as long as the agency granting the subsidies doesn’t have to justify 
them. 

Airline subsidies are hidden in so-called mail pay. Congress hands this money 
in bulk to the Post Office Department. But the Civil Aeronautics Board hands 
it out in specific rates. 

The money is called mail pay, but it includes not only the fair price which 
the taxpayer should pay to have his mail hauled by air (which is why it is appro- 
priated to the post office), but also anothersum,. ‘This sum is the added money 
that is needed to pay up airlines’ yearly losses. 

Nobody has ever separated the two amounts. Therefore, no legislative body 
has ever had a chance to put the hard eye on the give-away. 

You, taxpayer, pay the whole bill, including the company lawyers, whose big 
fees go down as company expenses, which increases the red ink, which increases 
the subsidy. 

Until the two sums are separated and until subsidy is called by its right name 
and each amount of public money used for this purpose is required to have public 
justification, airlines perforce are going to keep grabbing for all they can get, 
duplicate as many runs as they can, and the devil take the hindmost. 


Senators O’ Mahoney and Ferguson, American Forum of the Air, March 11, 1951 


Senator JosepH C. O’Manoney (D., Wyo.). Write to Congress also. Ask 
Congress to increase postal rates, for example, so as to eliminate the subsidy to 
mail-order houses and periodicals. Write to Congress also about repealing the 
aviation subsidy. Write to Congress to cut and repeal and modify the laws 
which compe! the President and the Bureau of the Budget to send these estimates 
in. 

Senator Homer Frereuson (R., Mich.). Well, Joe, you know, you and I have 
been working for quite a number of years to get them to cut the subsidy on 
aviation. 

Senator O’Manoney. Right. 

Senator Ferauson. To get it out in the open, so that the public will know how 
much it really is. 
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Senator O’Manonrey What we ought to do is to separate aviation subsidies 
from air-mail pay. 

Senator Fercuson. That is right. 

Senator O’Manoney. They have no place together. 

Senator Ferauson. And then we ought to cut them out. 


Senator J. William Fulbright (Democrat, Arkansas) (excerpt from transcript of 
address at American Society of Newspaper Editors, Washington, April 21, 1951) 
“Tl would venture to say that given a good staff I could find conditions quite 

similar to this (RFC) in several other agencies. For example, the CAB. Ina 
rather oblique manner, we ran into certain practices in other agencies. In other 
words, when we examined the Northwest Airlines loan, we necessarily ran into 
the question of certification of that loan by the CAB, and while this is, strictly 
speaking, outside our jurisdiction, we still had to go into it in order to understand 
what function the RFC played. 

“It seemed to me a very unhealthy situation in that case. The CAB certifies 
this loan to the RFC, a relationship which I do not approve of and which I sought 
to abolish in a bill which I introduced in the Senate. 

“The effect of that is this, in my opinion—the CAB says that in this case 
Northwest Airlines is entitled to the loan. Then, I think, as a practical matter, 
the CAB feels morally bound to give whatever subsidy is necessary to pay off 
the loan. That is around robin which, in my opinion, is against the public interest. 

“T think it is rather interesting that no major airline, no major trunk line has 
ever been permitted to go bankrupt in this country. Compare that to the evolu- 
tion of the railroad system. I think that is carrying the welfare idea much too 
far. I think it tends to destroy healthy competition and to perpetuate inefficient 
management.” 


{From Aviation Week, April 2, 1951] 


Mart PayMENtTs—Post Orrice Loss on Domestic Arr Maint Drops SLicHr iy, 
But Forercn Loss Gors Up 


Pan American World Airways gets the lion’s share of Government mail business 
in the 1950 fiscal year. The carrier received $46 million in mail revenue—approxi- 
mately $2 million more than the 16 domestic trunk carriers, combined, received 
for domestic air-mail service; $4 million more than the Big Five, combined, re- 
ceived for domestic and international air-mail service. 

Total mail revenue of the Big Five, for domestic and international service, was: 
TWA, $14.5 million; American and American Overseas, $9.5 million; Northwest, 
$8.4 million; United, $7.0 million; Eastern, $3.2 million. 

Post office loss: Air-mail service, domestic and foreign, cost the Post Office 
Department a loss of $86 million in the 1950 fiscal year—$1.5 million more than 
the 1949 deficit and $31 million more than the 1948 deficit, according to prelimi- 
nary post office figures. ‘ 

The loss on domestic service was down. A $35 million deficit for the 1950 fiscal 
year compared with a $37 million deficit the previous year. The 1948 fiscal year 
deficit was only $27 million. 

But the loss on foreign air-mail service was up. The 1950 fiscal year deficit is 
estimated at $50 million, compared with $47 million for 1949, and $27 million 
for 1948. 

Post-office expenditures for air-mail service include an apportionment of over- 
head cost, as well as payments to carriers. Air Transport Association objects to 
the Department’s overhead apportionment method, claims that if the air-mail 
service did not have to bear an undue burden of general Department expenses, it 
would show a profit. 





SEPARATION 


OF AIR-MAIL PAY FROM SUBSIDY 


What post office spent for air mail 


| . 
Revenue Expenditure Loss 


i 





Domestic air mail 
Foreign air mail 


Total 


Domestic air mail 
Foreign air mail 


Total 


Domestic air mail 
Foreign air mail 
ORS. ati ckn i tect 


Source: Post Office Department. 


1950 fiscal year (preliminary, subject to 
adjustment) 


| $74,120,038 | $109, 621, 623 | $35, 501, 5x5 
27,334,124 | 78,286,451 | 50,952.37 
101, 454, 162 | 187,908,074 | 86, 453, 912 


1949 fiscal year 


$102, 646,667 | $37, 26 
73, 418, 670 | 47, 723 


176,065,337 | 84, § 


} 


$65, 385, 603 
25, 694, 375 
91, 079, 978 


1948 fiscal year 
$53, 586, 950 10,662,381 | $27,075, 431 
23, 815, 519 51, 571, 2: 27, 755, 701 
77, 402, 469 


132, 233, 601 | 54, 831, 132 


Who got it 


{In millions, amounts less than $100,000 not listed] 


11950 fiscal) 1949 fiscal 
year year 


All domestic trunk car- 


riers___. 


American 

Eastern ‘ 
Northwest___. 
TWA... 

United - - 
Braniff__- 
Capital 

Chicago & Southern 
Colonial 
Continental 
Delta_- 

Inland : 
Mid-Continent... 
National 
Northeast - - 
Western.- 


All local service airlines 


All American.__ 
Bonanza... 
Central__._- 
Empire.........- 
Frontier 


Source: CAB. 
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1950 fiscal'1949 fiscal 
year year 


Mid-West 
Piedmont 

Pioneer 

Robinson 
Southern 
Southwest 
Trans-Texas_. 
Turner -_- 

West Coast 
Wiggins 
Wisconsin Central 
Helicopter Air Service 
Los Angeles -. 


All international car- 
riers 


American Overseas 
Branilff.__ 

Chicago & Southern 
Colonial 

National. 
Northwest 

Panagra 

Pan American 
TWA 

United... 
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[From Washington Post, December 14, 1950] 
MAIL PAY 


What started out as a relatively simple proposal to separate air-mail pay from 
subsidies to the airlines generated an almost unbelievable amount of confusion 
before the House was through with it. The Heselton bill passed by the House on 
Monday is weak in some respects, but it meets many of the objectives of the 
administration and the Hoover Commission. It is obviously a compromise, as 
the 66-0 vote indicates; however, it does serve to place subsidies to the airlines 
in the open and apart from reimbursement for carrying the mail. Moreover, 
Chairman Edwin Johnson, of the Senate Interstate Commerce Committee, has 
promised to press for enactment of a similar bill in the Senate—though committee 
action so far has been blocked by Senator Brewster. 

Aside from the objections of a few die-hards who resisted any separation what- 
ever, most of the discussions centered on how mail pay should be determined. 
The airlines stood behind the rejected Hall bill, which would have required the 
Civil Aeronautics Board to fix a reasonable rate without direct reference to cost. 
A considerable concession was made to this stand in the Heselton bill as finally 
passed. All reference to cost allocation as between mail, passengers, and freight 
was eliminated ; the bill merely provides that the CAB shall determine “reasonable 
and necessary cost”’ plus a fair return to the airlines. 

Although this is not as strong as a legislative directive to the CAB on how to 
appraise costs, it certainly implies that the CAB must go thoroughly into cost 
analysis. There is no warrant for accepting the present service rates paid to four 
of the big airlines, as necessarily valid. Studies now in progress in the CAB 
indicate that the board will be able to come up with at least average costs for 
various types of aircraft well in advance of the March 31, 1952, deadline. It will 
be important in this connection for the CAB to arrange a system of long-term 
contracts which will facilitate payment without endless litigation. 

Quite properly the Heselton bill encompasses foreign as well as domestic opera- 
tions of American carriers. Despite the feeling pf some airlines that subsidies on 
foreign operations might become political targets, Congress and the public need 
to know the facts. Another salutary provision of the bill is a restriction on the 
payment of subsidy to lines carrying the mail. Several cargo carriers which had 
pleaded for operating privileges on the ground that they would not ask a subsidy 
later changed their position and sought to be included. This would have thrown 
the concept of regulation into a cocked hat. 

Whether the separation of mail pay from subsidy will actually save money is 
a moot question. That, however, is not the purpose of the legislation. Many 
considerations such as national defense and public necessity enter into the deter- 
mination of subsidy, and it is well to keep the determination flexible. But sub- 
sidies have no real relation to mail pay, and they ought to be justified individually 
on merit. When subsidies are in the open there of course will be the danger 
that they will become enmeshed in politics, but that is not a valid reason for 
keeping them hidden. We hope that the Senate will quickly follow the lead of 
the House so as to give the CAB a start in meeting its enlarged responsibility. 


rr 
[From Washington Daily News, December 12, 1950] 


House Passes Britu UNANIMOUSLY—CoNGREss May FINALLy LABEL AIRLINE 
Supsipies Tuis YEAR 


(By James Daniel, Scripps-Howard staff writer) 


A unanimous vote by the House in favor of separating airline subsidies from 
earned payments for carrying the mail, today raised the possibility of its ultimate 
passage by Congress before the present session ends. 

The practice of charging all Government costs of encouraging commercial avia- 
tion to the postal service was supposed to end in 1938. Repeatedly the Post 
Office Department has criticized this practice in explaining its deficits. The House 
Postal Committee also complained. The Hoover Commission has recommended 
air-mail subsidy separation. 

Late yesterday the House unanimously passed a modified version of the Hoover 
Commission bill. If passed by the Senate, the bill will require aseparate and annual 
appropriation by Congress for amounts in excess of ‘‘reasonable and necessary”’ 
costs of carrying the mail, plus a profit on the airlines’ service. 


86630—5 1——-13 
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BY TOMORROW 


Today Senator Edwin C. Johnson (Democrat, Colorado), chairman of the Senate 
Commerce Committee, predicted the bill would be reported out by his committee. 
which meets tomorrow. He will try to get a place for it on the Senate Calendar 
He said Senate passage this year was possible. 

Last Wednesday the House voted down a bill endorsed by the Air Transport 
Association, which-would have postponed subsidy separation indefinitely. 4 
conference was then organized at which advocates of delay in subsidy separation 
outnumbered proponents of quick action. 

The bill passed yesterday represents the compromise. 


THREE FEATURES 


Compared with the original bill advocated by the Hoover Commission task 
force, it retains these features: 

Earned air-mail compensation to be based on costs. 

All airlines to be included in the separation process and treated alike. The 
international carriers have been lobbying to prevent public disclosure of their 
subsidies, as against national interest, and may transfer their fight for exemption 
to the Senate. 

A definite date for carrying out the subsidy separation— March 31, 1952. The 
Hoover group had recommended next July. 


TWO DEFECTS 


It has these shortcomings, as judged by the Hoover group: 

The airlines are not required to allocate their revenues and their costs to their 
different types of traffic—passenger, express, freight, and mail. This would show 
when the mail-carrying lines are dipping into their postal revenues to undercut 
nonsubsidized freight and passenger lines, the so-called nonscheduled carriers. 

Only those airlines with a contract to carry mail would be eligible for subsidies. 
Defense Department spokesmen have discreetly suggested that the new long- 
distance freight airlines have the greatest usefulness in modern war. But the 
Department never made an open fight for the principle. House members most 
active in limiting subsidies to the present mail-carrying lines said they would be 
glad to consider a separate bill making the freight lines eligible for Government aid. 


[From Washington Daily News, December 13, 1950] 
Let Sunsiptes Be SEEN 


The House has passed unanimously a bill to separate airline subsidies from 
earned payments for carrying air mail. The Senate should do its part to make 
this measure law before the present session of Congress ends. 

Its enactment will not deprive the airlines of Government subsidies, paid in 
amounts determined by the Civil Aeronautics Board on a careful accounting 
basis, to encourage commercial aviation and strengthen national defense. 

But the subsidies would no longer be charged to the Post Office Department's 
operating costs and hidden in its deficits. They would be paid openly, with 
money appropriated by Congress for that specific purpose. 

The subsidies thus would be plainly identified. The President, Congress, and 
the taxpaying public could know their exact amounts. The Post Office Depart- 
ment would pay each airline the reasonable and necessary cost of its mail-carrying 
services, plus a fair return. 

President Truman and the Hoover Commission have strongly urged this reforn 
The House bill would not make it effective until March 31, 1952. Unless the 
Senate acts on it this month, the legislation will have to start again from scratch 
next year and its effectiveness may be still longer delayed. 

The new Congress which meets next month should do a duty shirked by the 
present session: Cut down the huge post-office deficit by raising rates for postal 
services now performed at a loss to the Government. 

In this time of national danger and threat of disastrous inflation, it is more than 
ever essential to reduce all ordinary costs of Government. Users of postal services 
including newspapers and magazines, should pay the fairly and accurately de- 
termined cost of those services. 
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[From Boston Herald, December 1, 1950] 
LicHT ON SUBSIDIES 


One of the less controversial questions which the dying Eighty-first Congress 
has before it is Representative Heselton’s air-mail subsidy separation bill. The 
chief purpose of this measure is to reduce the high cost of air-mail subsidies by 
separating them accountingwise from regular mail payments. Subsidies would 
continue where necessary, but they would no longer be hidden and it would be 
easier to control them in the taxpayers’ interest. 

This seems like a pretty straightforward reform. It was recommended by the 
Hoover Commission and has the support of the President, the Secretary of Com- 
merce, the Postmaster General, the Budget Bureau, and many private organiza- 
tions. But it has been bitterly opposed by some of the smaller airlines, which 
chiefly benefit from the present system. And certain features of the bill, including 
nonmail subsidy provisions, have been objected to by the larger carriers. 

It is to be hoped that Congress perseveres and adopts at least the main features 
of the Heselton bill this session. With war costs mounting, it is vitally important 
that every practical avenue to economy in nonmilitary activities be followed. 
And here is a case where efficiency and economy can be served without harm to the 
legitimate interests of anyone. 

Postponement until the next session will mean costly delays and duplication of 
effort. The principle of separation of subsidies from air-mail pay should be made 
law this year. 


[From New York Times, November 19, 1950] 
Arr MAIL AND SuBSIDY 


When Congress reconvenes we hope that, in the press of urgent matters 
legislation to effect the separation of air-mail payments from necessary subsidy 
for the airlines will not be neglected. We prefer the word “support” to ‘‘subsidy.”’ 
One of the purposes of the Air Commerce Act is clearly and properly stated as 
aid by the Government in development of our air transport system. In the long 
view, this system is still very young and very new, and there are still areas in 
which Government aid definitely is desirable and necessary for both military and 
civilian purposes. The major airlines, at first nourished by air-mail payments, 
have been able to develop their passenger and cargo business to the point where 
air-mail payments, which have constantly diminished, now represent a small 
portion of total revenue. This is healthy and as it should be. 

On the other hand, the device of using payments for the carriage of airmail as an 
indirect subsidy to the lines is no longer justifiable. It has created a condition 
in which the Civil Aeronautics Board itself admits that it is not sure, by many 
millions of dollars, what amount could properly be described as support for 
commercial aviation. It is now a matter of record that the four major domestic 
airlines receive a service payment for the carriage of mail and nothing more. This 
amount is fixed by the Post Office Department. A point has been reached when 
support for airlines which need it should be separated from mail payments. 
Support moneys should be appropriated by the CAB, which is the authorizing 
authority for the routes. The payments for the carriage of mail should be appro- 
priated and administered by the post office. There was widespread support from 
many interested and disinterested parties for such legislation during the last 
session of Congress. 


[From Washington Post, November 8, 1950] 
FoREGONE CONCLUSION 


For an investigation which purports to be a comprehensive survey on the 
separation of air-mail pay from airline subsidy, the Senate Interstate Commerce 
Committee is applying a very queer yardstick indeed. Legislation to separate 
mail pay from subsidy—now lumped together in one round sum—has been called 
for by the Hoover Commission and many disinterested witnesses, and is ready 
for a vote in the House. But the Senate committee, after dragging along with 
several indeterminate investigations, obtained $200,000 from the Senate contin- 
gency fund for further study. In the letter calling for private bids to make the 
new study, the committee stipulates terms which in effect forestall any real 
investigation of the cost of carrying the mail. 
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What the committee has done is to specify that the firm making the study shal! 
use a rate of 60 cents a ton-mile for the Big Four—American, Eastern, Trans 
World, and United; 70 cents a ton-mile for seven intermediate-size carriers; and 
$1 a ton-mile for the five remaining major carriers. By curious coincidence, 60 
cents a ton-mile represents the approximate amount now paid the Big Four as 
a “‘service’’ rate—i. e., a rate which supposedly covers the cost of mail carriage 
but contains no subsidy. Other carriers are now paid on a plane-mile basis, but 
the figure quoted by the committee approximates the ratio formerly in effect 
between payments to big and small carriers. 

The hitch in all this is that there has never been a satisfactory study of mail- 
carriage costs and allocation of overhead. Thus when the committee sets arbitrar\ 
figures for basis of the study, it more or less picks its calculations out of a h:' 
and precludes any examination of the validity of its figures. This follows ©» 
effort by the committee to promote the so-called community approach. Thi: 
holds that airline subsidies are really subsidies to smaller communities which do 
not pay the cost of air service—overlooking, of course, the fact that it is the air- 
lines and not the communities that get the money. 

There is nothing dishonorable about subsidy, as such, for airlines, steamship 
lines, or other forms of transportation. In many instances subsidies are fully 
warranted by defense or other public interest considerations. It may be, also, 
that the “‘service’’ rate paid the Big Four airlines is entirely reasonable as a cost 
of carrying the mail. But the point is that no one really knows, as respects the 
airlines, what is fair compensation and what is subsidy. If there is to be a meaning- 
ful investigation, then it ought to start from the beginning, with no preconceived 
notions. Only by such a system can subsidies be judged on their merit. 


[From Washington Post, October 29, 1950] 
THe WasHincton Merry-Go-Rounp—Pan Am Escapes Supstpy Survey 
(By Drew Pearson) 


The Senate Commerce Committee has pulled some neat sleight-of-hand to keep 
the taxpayers from finding out how much Government gravy Pan American 
Airways is getting. 

Under a Senate resolution, the committee is supposed to examine the subsidies 
paid to the airlines for hauling mail. What the Senate wants to know is how much 
of this subsidy is legitimate compensation and how much pure Government 
handout. 

Yet, in defiance of the Senate, the committee staff has quietly excluded Pan 
American Airways from the study. And, as a double precaution—believe it or 
not—it has hired Pan Am’s accountants to make the survey. 

Interesting fact is that the Senate Commerce Committee is partly dominated 
by Senator Owen Brewster of Maine, close friend of Pan American Airways. 
Brewster has traveled all over Latin America free in Pan Am planes; also com- 
muted between Washington and Maine in a special Pan Am plane, and is now 
being investigated on suspicion of tapping the wires of TWA’s Howard Hughes 
on behalf of Pan American Airways. 

What Brewster had to do with the recent maneuvering inside the Commerce 
Committee is not known. But it is known that the contract for the air-mail 
subsidy survey was awarded to Ernst & Ernst of New York, which also was 
retained by Pan American for fees of $109,000 in 1948 and $157,000 in 1949. 
What is even more peculiar, Ernst & Ernst’s bid was not the lowest, but one of 
the highest. 

Despite this, the committee staff awarded the contract to Ernst & Ernst for 
$145,000—though other bids were submitted as low as $70,000; for example, by 
Georgetown University. In other words, it is costing the taxpayers twice as much 
to hire Pan American’s accountants. 

The Commerce Committee at first tried some tricky language to protect Pan 
American from the subsidy survey. This was written into the Senate resolution 
by Edward Sweeney, the committee’s aviation consultant, who called for a survey 
of “certificated interstate and overseas air carrier operations.” 

By a technicality, this left out Pan American entirely, whose operations are 
classified by law as “foreign.”” However, West Virginia’s alert Senator Harley 
Kilgore caught this word juggling. 

“‘At first, I myself understood that the word ‘overseas’ covered the operation 
of all our planes flying abroad,” he told the Senate. ‘‘But it seems that the Civil 
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Aeronautics Act divided our planes into three classes instead of two. Overseas 
planes are defined as those which fly overseas to our island possessions.” 

As a result of Kilgore’s vigilance, the Senate unanimously changed the resolution 
to include Pan American. Despite this, the Commerce Committee has flagrantly 
ignored the Senate mandate and has left Pan American out of the survey contract. 
The Hawaiian runs of Northwest and United Airlines are included, but Pan 
American’s Hawaiian run is left out of the study by its wire-pulling friends on 
the Senate Commerce Committee. 


[From Easton Pa. Express, October 20, 1950] 
Hoover PLAN Backep 


Members of citizens committees for the Hoover report and all citizens interested 
in efforts to reduce the cost of Government will be heartened by the endorsement 
of the remaining recommendations of the Hoover Commission by United States 
Representative Francis E. Walter, Democrat, of Easton, and of George Berg, 
Republican, of Northampton. Both Walter and Berg are running for Congress. 
Efforts are being made by citizens committees all over the Nation to obtain the 
backing of legislators and candidates for office for the passage of the remaining 
Hoover Commission recommendations. Both Representatives Walter and Berg 
promised to work especially for passage of H. R. 9184, the Heselton bill, regarded 
as a key measure by the citizens committee. 

Floyd R. Lear, Sr., chairman, and Martin Merson, vice chairman, of the 
Easton Area Citizens Committee for the Hoover Report, said they were elected 
by receipt of promises of support for the reorganization measures by Walter and 
Berg. They pointed out that Walter has attained a position of great influence in 
Congress and that his promise of support of the measures might well influence 
other Members of the House to follow suit. 

The local committee had received a request from the National Committee for 
the Hoover Report of which Dr. Robert L. Johnson, president of Temple Uni- 
versity is chairman, to endeavor to obtain the approval of Walter and Berg of 
the remaining recommendations of the Hoover Commission. The news that they 
had carried out their assignment brought a highly congratulatory message from 
Dr. Johnson to Walter. 

The Heselton measure seeks to separate airline subsidies from the air mail pay- 
ments by the Post Office Department and it is estimated that the present postal 
deficit could be reduced from $500,000,000 to $150,000,000 a year by enactment 
of the measure and the carrying out of its provisions. 

The taking of the Post Office Department out of politics and putting it on a 
business basis has been advocated by economy-minded legislators and taxpayers 
for many years. The Hoover Commission report put the spotlight on this 
proposal. 

The Chairman of the CAB recently told a congressional committee that under 
present conditions it was impossible to determine how much the Government pays 
for the carrying of air mail and how much it pays for subsidies. These figures 
should be separate and distinct. The taxpayers should know just where their 
money is going. 

Subsidies are not to be condoned as a permanent policy, but in these parlous 
days it is important that our commercial airlines be kept in operation, for in case 
of a world war the service they could perform for the Nation would be highly 
essential. 

Mr. Lear and Mr. Merson and their associates on the local citizens committee 
have given generously of their time and efforts to obtain public backing for the 
Hoover Commission recommendations. They have passed a milestone in their 
program by getting the support of Walter and Berg, who, in turn, are to be con- 
gratulated for the unequivocal stand in support of the economy measures. 
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[From Washington Daily News, October 3, 1950] 
Hitt Looxs at AIRLINE SUBSIDIES 
(By James Daniel, Scripps-Howard Staff Writer) 


Congress is moving in a roundabout manner toward a solution of the air mail 
subsidy problem. 

Within a few days the Senate Commerce Committee will announce the award 
of a contract for a study of airline profits and losses. Seven firms are bidding 
for the contract, for which Congress this summer appropriated $200,000 as costs. 

The winner is to make a city-by-city analysis of each domestic airline’s revenues 
and expenses. Aim will be to determine the direct costs of handling and trans- 
porting mail, and also to find out how much each station on an airline contributes 
to the whole line as profit, or takes away as loss, 


IF CONGRESS CHOOSES 


The report is due next February 28, in time, if Congress chooses, to be used 
as background for legislation separating earned air mail pay from airline subsidy. 
At present the Government is spending about $125,000,000 annually to keep the 
airlines solvent without knowing how much is earned and how much is subsidy. 

The scope of the survey as outlined to bidders, is considerably narrower than 
Congress specified when the funds were appropriated. The proposed survey 
was to include United States international lines as well as domestic ones. 

Committee officials say only the foreign “stub ends’’ of certain domestic air- 
lines are to be studied. The bulk of the international haulage, which accounts 
for half or more of the subsidy, is to be studied later. Failure to include all 
lines at. the same time has resulted in some contradictions. 


NOT PAN AM 


For example, the initial survey will consider what it costs United and North- 
west Airlines to fly mail in and out of Hawaii. But Pan American, which also 
serves Hawaii, will not be studied. Northwest’s service to Canada will be sur- 
veyed but not that line’s routes to the Orient. 

Separation of earned air mail pay from subsidy was recommended by the Hoover 
Commission, to halt the Government’s increasing financial drain for support of 
civil aviation. Since the war the annual bill has risen from $70,000,000 to $125,- 
000,000. Moreover, many airlines now are on what are called temporary rates. 

This means, in practice, that whenever a line finds itself in the red it can ask 
the Civil Aeronautics Board for additional money as back pay. Senate Com- 
merce Chairman Ed C. Johnson, Democrat of Colorado, says these claims for 
back pay amount to $229,000,000. 


—ee 
{From Washington Daily News, September 21, 1950] 
AIRLINES Figut Suspsipy LABEL 
(By James Daniel) 


The Nation’s mail-carrying air lines are lobbying to block House passage of a 
bill to compel separation of air-mail subsidies from earned air-mail pay. 

At present only airlines certificated by the Civil Aeronautics Board (CAB) to 
carry mail are eligible for Federal subsidies. The subsidies themselves are con- 
cealed in ‘‘air mail pay’’ paid to the lines by the CAB, which has a blank check 
on postal revenues ior this purpose. 

CAB officials say they have no way of knowing how much of the annual 
$125,000,000 air-mail payment is earned and how much is subsidy. Outside 
estimates, however, set the subsidy payments as high as 40 percent. Some 
airlines are comparatively self-supporting; others depend on the Government for 
half or more of their income. 

The Hoover Commission set the ball rolling to separate earned air-mail pay from 
subsidies. On August 31 the House Commerce Committee reported out the 
Heselton bill, which carried the endorsement of the Hoover Commission. 

The airlines blocked it in the Rules Committee. But the bill’s supporters have 
succeeded in getting a rule for it to come to the floor, if and when Speaker Sam 
Rayburn is willing. 
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Meanwhile, ex-Representative Robert Ramspeck, who is vice president and 
lobbyist for the Air Transport Association (ATA), representing the mail-carrying 
lines, has urged House Members to take no action on the Heselton bill. He 
points out the Senate Commerce Committee has $200,000 to spend on advice on 
how to carry out subsidy separation. 

Originally, Mr. Ramspeck announced that the ATA was neutral on the separa- 
tion issue. But today Mr. Ramspeck, whose pay from the ATA is $23,000 a year 
plus expenses, said his outfit is opposed to the bill because of two features. 

One is a provision that air-mail pay shall not exceed each airline’s cost of 
carrying mail plus a reasonable return on that part of its investment attributable 
to carrying mail. Anything above that would be frankly labeled a subsidy and 
paid by the CAB out of a special fund appropriated by Congress. 

Mr. Ramspeck said this would establish a ‘‘new principle” for the Government 
in its relations with transportation companies. He also objects to the provision 
which would require the CAB to demand that airlines receiving Government funds 
allocate their costs to the four main types of traffic. These are passenger service, 
mail, freight, and express. 

Such a provision would be a boon to the non-mail-carrying air coach and 
freight lines. They now complain that the mail carriers are able to undercut 
their rates because the mail carriers can ask the CAB to make up any losses 
sustained in this way by increasing air-mail pay. 

But Mr. Ramspeck said this cost-accounting procedure—which is the heart 
of the Hoover Commission recommendations—would require the scrapping of a 
new accounting system recently set up by the airlines. 


[From Boston Herald, September 22, 1950] 
Ha.r-DoneE Jos 


Three Massachusetts Congressmen, Representatives Heselton and Herter 
Republican, and Representative Kennedy, Democratic, have been performing 
yeoman service in getting the air-mail subsidy separation bill through the com- 
mittee stage in the House. It is now ready for floor action and needs only a 
go-ahead sign from the House leadership. 

It is to be hoped that Representatives McCormack and Martin will not let 
their fellow Bay Staters down by refusing this sign. 

The Heselton bill, so-called, is an essential part of the Hoover Commission’s 
program for reorganizing and improving the Post Office. This particular measure 
has the approval both of the Post Office Department and the Civil Aeronautics 
Board. It does not threaten any legitimate claim of the air carriers for subsidy 
over and above mail-carrying costs. But it does provide for segregating the sub- 
sidy so that the public can understand exactly what it is paying for. 

This, to be sure, is a bookkeeping matter and unimportant compared to national 
defense measures currently crowding the legislative calendar. But improving 
the efficiency of government can never really be treated as unimportant. And as 
defense costs start shooting upward again, it must be an increasing concern of 
Congress to keep nondefense spending under the tighest possible control. 

Here is a relatively noncontroversial bill to assist toward that aim. It would 
- a pity for Congress to adjourn without taking the necessary steps to make it 
aw. 


[From Fort Worth.(Tex.) Morning Star-Telegram, August 2, 1950] 
Arr Mart PAYMENTS 


Something like 40 cents of every dollar paid to the airlines in this country 
for carrying the mail is out-and-out subsidy, an amount over and above what 
can be justified as reasonable compensation for the service. That is the estimate 
of the Citizens Committee for the Hoover Report. It is purely an estimate, 
because nobody knows for sure. The Post Office Department doesn’t know, 
although it pays the bill. The Civil Aeronautics Board doesn’t know, although 
it is the agency which determines how much each mail-carrying airline shall re- 
ceive. About all that is known is that the total of such payments amounts to 
$125 million a year. 

Meantime the Post Office Department, as an economy measure, has had to cut 
back its regular mail delivery service. The citizens committee points out that if 
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the subsidy element, which is not properly a charge against Post Office operating 
costs, were removed from the air mail payments, the saving likely would he 
considerably more than the cost of the eliminated mail delivery service. 

The House Interstate Commerce Committee has before it two bills relating to 
separation of air mail payments from airline subsidies, a step which has beep 
recommended by President Truman, the Hoover Commission, the Brookings 
Institution, and more than one committee of Congress, and has been endorsed ji) 
principle by CAB itself. One of these bills provides for immediate separation of 
mail payments and subsidies on a basis which seems both reasonable and workable 
The other, which has won approval of a subcommittee of the Interstate Com- 
merce Committee, calls only for the CAB to make a study to determine whether 
such a segregation ought to be made and whether it is feasible to make it. \ 
choice must be made between the two bills, and we think there can be no doubt 
that it ought to be in favor of the one calling for immediate separation. Other- 
wise action in that direction will be postponed indefinitely into the future. 

A new note of urgency has been introduced into the matter by the current 
crisis in international affairs. The Korean situation has highlighted the need for 
development and maintenance by this country of airlift facilities which would 
aid in responding quickly to an emergency in any part of the world. To avoid 
excessive cost, it is considered that planes owned by commercial airlines must be 
an important element of this airlift, to be drawn upon in case of national need. 

As such, these planes are a constituent part of the national defenses, and sub- 
sidies to the airlines for keeping them in readiness is fully justifiable. But surel) 
there is no valid reason for making this national defense cost a charge against an 
already deficit-ridden Post Office Department. 


[From San Francisco (Calif.) Chronicle, August 3, 1950) 
Sussipy CONFUSION 


Before the House Commerce Committee is H. R. 2908, the bill to separate air- 
line subsidies from air mail pay. This measure, embodying a much needed re- 
form, is one of the Hoover Commission recommendations and has the backing of 
the Postmaster General, the Secretary of Commerce, and the Budget Bureau. 
Yet it is in danger of being shelved in favor of a proposal for “further study,” 
a device to delay the reform for as long as possible. 

This bill is not an attack on subsidies; its sponsors recognize the need, from the 
point of view of national interest, for aid to air transport. The purpose is to take 
these subsidies off the neck of the Post Office, which ought not be charged with 
them, and handle them as special appropriations. Then everyone will know how 
much we pay for carrying the air mail and how much for subsidies. Now no 
one knows. The Chairman of CAB, which handles the money, testified he had 
no idea how much is air mail cost and how much subsidy. 

This clarifying legislation should pass. 


[From New York Times, July 29, 1950] 
Arr Matt PAYMENTS 


The full House Committee on Interstate and Foreign Commerce will soon 
vote on the question of separating air mail payments from Government support 
of the airlines. Such segregation should be made in the interests of business like 
handling of this phase of the Post Office Department activities and in the true 
interests of the airlines, whose development and soundness must be maintained 
for the sake of both national defense and economic well being. The President, in 
his budget message to Congress last January, asked immediate “action’’ in this 
matter. The proposal has been supported by the Secretary of Commerce, the 
Postmaster General, the Committee for the Hoover Report, and many others. 
The question of the desirability of segregation seems to have been determined by 
a strong weight of evidence. These spokesmen have declared themselves in favor 
of the bill H. R. 2908, which would establish in.mediately such separation of air 
mail payments and subsidies. 

Nevertheless, at the coming hearing the Commerce Committee will be asked to 
choose between this bill and House Joint Resolution 331, which would require 
the Civil Aeronautics Board to make a further study of the desirability of segre- 
gation and proposes that $500,000 be appropriated for the purpose. Its adoption 
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would effectively kill the whole matter for this session of Congress and probably 
for the first session of the next Congress. We believe that H. R. 2908 should be 
voted out by the committee and passed without further delay. 


[From Washington Post, July 20, 1950) 
IDENTIFYING SUBSIDIES 


For 17 months the obviously sensible recommendation of the Hoover Commission 
that air mail pay be separated from subsidies to airlines has been languishing in 
Congress. Now the House Interstate Commerce Committee is reported to be 
ready to act on the Kennedy bill, which encompasses the Hoover recommendation. 
Yet there is disturbing indication that, despite the preponderance of evidence in 
favor of the bill, a small group of determined opponents have made considerable 
headway and may be in a position to block it. 

It would be a dodge to put off positive action pending “more study.”’ The 
Kennedy bill has been amended to take account of most of the points raised by 
the Civil Aeronautics Board. It would direct the CAB to fix fair rates for carrying 
the mail and to prescribe methods for compensation, the rates to be determined on 
the basis of the cost of services actually rendered plus a reasonable return. The 
Board would then determine what airline subsidies as such were warranted from 
the standpoint of defense and essential commerce, with the burden of proof on the 
carriers themselves. In order to provide standards of administration, the CAB 
would be called upon to conduct a comprehensive study and report to Congress by 
April 1, 1951, as to the probable cost for the next 5 years. A sum of $300,000 
would be authorized for this study—an essential provision in light of the CAB’s 
present load. 

The difference between this kind of study and that asked by opponents of the 
Kennedy bill is that the former would be a sequel to a definite declaration of policy 
by Congress and the latter would be mere obfuscation. Certainly the separation 
cannot be made effective at once, but if the opponents were to have their say the 
decision would drag on indefinitely. There is no implication in the separation 
that the airlines would receive less subsidy. What is important, however, is to 
take the burden of subsidies off the back of the Post Office. As it it is now, 
no one knows how much of the $125 million a year paid to the air lines by the 
Government is for carrying the mail and how much is subsidy. Such subsidies 
need to be out in the open. If the airlines can continue to justify support, as we 
have no doubt they can in most instances, well and good. But the public has 
a right, without further delay, to know where its money goes. 


{From Washington Daily News, July 19, 1950] 
$125,000,000 A Year—For Wuar? 


The Civil Aeronautics Board decided the other day to let Pan American Air- 
ways buy American Overseas Airways. 

AOA employees and stockholders had fought it. 

The Board arrived at this decision after some friendly help from President 
Truman, who reversed the Board’s original decision. 

CAB Chairman Joe O’Connell then resigned. 

There are some amusing angles to this squabble. 

Everybody thought it was a real smart play when Clark Clifford, President 
Truman’s former speech writer, was discovered in there pitching against the 
merger. 

This was plus Dean James Landis, former head of CAB, who was fighting the 
merger, too, for the AOA people. 

It looked like it was in the bag, and the merger would be forbidden. It was. 

Perhaps it is only natural that several CAB employees, appointees from the 
time when the good Dean was Chairman, should agree with his arguments, which 
they did. The arguments revolved around the old theme of monopoly. 

Nobody questions the high character and integrity of the Board, nor of anyone 
else involved, of course. 

But we’re glad President Truman assisted the Board so that it was able to stand 
on its head and decide the exact reverse of what it first decided. 
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Due to the peculiar way in which money is handed to airlines, it seems that 
everybody has a say in CAB decisions except the poor taxpayer, who just picks up 
the check. Seems to us the President struck a blow for all of us suckers. 

In our opinion this continual squawking about the threat of monopoly to blessed 
free enterprisers in the aviation business is an invention of airline lawyers. Which 
is to say, it is a fake. 

Free enterprise in the flying business really means freedom to get supported by 
the taxpayer. 

All national airlines are subsidized, except a rare couple. They all get mail pay, 

American-flag airlines flying in international trade are subsidized without ex- 
ception. 

And literally, nobody knows how much the subsidy is. 

You see, when CAB goes to Congress, it simply gets a comparatively modest 
appropriation for office expenses. It doesn’t really have to bite down on the ques- 
tion of how much airlines subsidies cost “because, gentlemen, that money is in the 
Post Office Department appropriation; we’re just paying agents.” 

Then, when the Post Office Department goes up to the Hill for its budget, it is 
not really on the carpet on those airline mail payments, ‘“‘because, gentlemen, you 
see, we simply get the figures from the CAB.” 

These are our imaginary quotes, but they express the general position. 

Since it is spiritually very heart-warming to play Santa Claus, you don’t find the 
CAB fighting off this role. 

Result: When some airline lawyer screams ‘“‘monopoly’”’, CAB says, “‘Goodness, 
we can’t have that. Set ’em upin the other alley.” So pretty soon then you have 
two, three, or more lines doing the work one could do. 

CAB will probably say this is terribly unfair; that cases are examined with the 
greatest care. But consider: When the first few million dollars for air mail were 
appropriated more than a decade ago, it was stated that the sum would grow 
steadily less, and finally not be needed at all. 

But it has grown steadily more, to $125,000,000 a year. That’s more than a 
couple of million a week. And the just resigned chairman once said he didn’t 
know whether the actual subsidy hidden in this sum ‘‘is 30, 40, 50 or 60 million 
dollars a year.”’ 

Furthermore, there is a good deal of phony in the argument that certain lines 
are subsidized for possible military use. If we’re subsidizing a possible future air- 
lift, we may be kidding ourselves. We're told that last time it was 6 months after 
Pearl Harbor before the first passenger airliner was converted and ready for cargo 
use. Six months is six months too late. We think that much of the passenger air- 
line subsidy could be better spent subsidizing freight airlines which at least 
would have cargo planes more readily useful in a military emergency. 

The whole airline subsidy structure is in a state of glorious snafu, and needs over- 
hauling. 

Air mail should be separated from subsidy. Each airline should be forced to 
justify its costs. And there shouldn’t be more airlines than we need. And they 
should be the kind we need. 

As it is now, there is a premium on inefficient, costly operation. The Hoover 
Commission pointed out if airline X wants to unload a $30,000 vice president upon 
its statement of mail costs in order to justify a high compensatory mail rate, it 
can. Then when it comes around later to ask a passenger fare increase, it can at- 
tribute the cost of the same vice president to the cost of the passenger department, 
too. 

And you won’t find too many airline lawyers crusading for reform, for both 
sides’ fancy fees in the industry’s perennial intramural fights are also paid, to 
whatever extent is needed to balance the books, by us taxpayers. 

There is going to be a sufficient drain on the country’s money in the foreseeable 
future, and so we think President Truman took a wise step when he permitted the 
Pan-American Airlines-AOA merger. We hope it willsavesome money. But it is 
only a small first step. The whole cost of airline subsidies needs to be scrutinized. 

We stand with the Citizens’ Committee for the Hoover Report which ‘‘recom- 
mended separation of subsidies from air mail pay. This long-needed reform would, 
for the first time, permit the President, the Congress, and the public to know defi- 
nitely how much of the people’s money is being expended for flying the mails and 
how much for subsidizing private air lines.”’ 

Let’s find out what the airlines really cost us, then we can tell if they’re worth 
what they’re getting. 
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[From New York Post, July 12, 1950] 
NINETEENTH CENTURY MAIL 
(By Sylvia F. Porter) 


London’s residents get three mail deliveries a day. In Brussels there are also 
three, in Paris at least two. But the residents of the great cities and towns of 
America? We now get only one. 

In the middle of the twentieth century, in an era of atomic energy and flight 
faster than sound, we are being forced to submit to a nineteenth-century, horse- 
and-buggy mail-delivery schedule. 

Today all of us are feeling it, for the slowdown in the mails is on in full force. 
Your mail comes in irregularly and late; your letters arrive at their destination 
after often devilish delays. 

If you’ve a really important message to send, you dare not trust it to ordinary 
delivery via a 3-cent stamp. You take on the extra expense, send it special 
delivery or by telegraph or phone. 

It would be laughable if it weren’t so unintelligent; ridiculous if it weren’t so 
infuriating. 

Yet, Congressmen shrug their shoulders at the situation. They cluck sym- 
pathetically, turn their attention to other affairs while they wait for you to insist 
on action. 

Post Office officials shrug their shoulders too. So far, their appropriation for 
this year is substantially under their spending needs—so they’ve chosen the easy 
way out of cutting the service to you and me, citizens and taxpayers. 

‘his is not the answer. It is not sensible. It is not necessary either. The 
gap between Post Office income and outgo can be closed in much more intelligent, 
efficient ways. 

And here’s one answer Congress should approve at once under any circum- 
stances. In brief: 

The concealed airline subsidies—conservatively estimated by the Civil Aero- 
nautics Board at up to $60,000,000 and probably above that—should be removed 
from the Post Office budget so that for the first time, the President, Congress, and 
the public can know definitely how much of our tax money is being spent on flying 
the mails and how much on subsidizing private airlines. 

Today, the Post Office pays out about $1 for 60 cents of air transportation serv- 
ice. The extra 40 cents should not be charged to the Post Office; it should be 
assigned to the CAB. 

And if it were, the Post Office budget would be much closer to balance. The 
subsidy would be out in the open. An embarrassing, unhealthy subterfuge 
would be ended. 

A bill to achieve this desirable reform of separating subsidies from air-mail pay 
has been introduced (H. R. 2908) and will come to a vote Thursday, July 20, 
before the full House Interstate Commerce Committee. 

Just about every responsible, objective official and group is in favor of it. 
For instance: 

President Truman, the Citizens Committee for the Hoover Report, the Post- 
master General, Commerce Secretary Sawyer, labor and veterans’ groups and the 
Big Four airlines—American, Eastern, TWA, and United. 

Why then hasn’t it been passed by now? Because it is being fought by airlines 
afraid revelation will endanger the subsidies. 

John L. Sullivan, former Secretary of the Navy, has been hired by several of 
them to push another phony bill that would order further study of the situation 
and a report July 1951. That would mean no action until at least 1952. 

Sullivan’s law firm, Sullivan, Bernard & Shea, is getting a fee of $30,000 for this. 
Believe it or not, he has a good chance of winning against virtually the entire 
Nation. 

It’s another painful example of what can happen when the high-paid lobbyists 
go to work for selfish interests. But these are facts. 

Armed with them, vou can demand—and then you'll get—action. And your 
mail service will be restored pronto. 
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[From McKinney (Tex.) Courier-Gazette, June 23, 1950] 
PERENNIAL PostaL Dericir Negeps CAREFUL ANALYSIS 


Bills to rescind the Post Office Department’s recent cuts in mail service await 
floor action in both Houses of Congress. But the lawmakers might better devote 
their energy to something else, for these measures won’t mean anything even 
should they become law. 

The reason is simple: Congress won’t provide the money needed to restore the 
service reductions. In fact, the Department in all likelihood will enter the 
1950-51 fiscal year with its budget somewhat trimmed. 

It’s another case of the legislators trying to have their cake and eat it, too. 
Post Office deficits are chronic. The Congress never has faced up to the problem 
of how to put the Department on a consistently paying basis. This year postal 
operations are $545,000,000 in the red. 

If the cuts ordered by Postmaster General Donaldson serve to stir the public 
enough to push the lawmakers toward some real solution, they may be a good 
thing. Even though, according to an early survey of the effects of the changes, a 
considerable number of business firms are suffering. 

The reductions in service themselves are certainly no solution. At best it was 
hoped they would chop $30,000,000 off operating costs, but experience to date 
suggests the saving may be substantially less. 

The big money losers in the Department are the second-, third-, and fourth-class 
mail services handling, respectively, newspapers and magazines, advertising 
circulars, and parcel post. Only first-class mail and postal savings earn their way. 

Each of these red-ink services ought to be examinéd closely by Congress with a 
view to streamlining it and getting it onto the most efficient basis possible. 
Wherever they apply, the recommendations of the Hoover Commission should be 
adopted. 

If such revamping does not produce the economies needed to wipe out the 
deficits in these categories, then Congress would seem to have no choice but to 
raise rates so operations can get into the black. 

Any other course amounts to flat acknowledgment that Congress is prepared 
to carry the Post Office Department indefinitely as a cumbersome, inefficient 
giant that cannot earn its salt. 

If the lawmakers should surprise by really buckling down to this task, they 
ought also to end for all time the absurd fiction of air-mail subsidies to the airlines. 
American civil aviation may need subsidy to survive; that’s a problem of another 
sort. But what is thought wise for the airlines has nothing to do with running 
the air-mail service, which should function according to costs and standards suit- 
able to its own special nature. 


The Cuarrman. At this point we will have incorporated into the 
record a statement from Senator Herbert H. Lehman, of the State of 
New York. 


STATEMENT OF HON. HERBERT H. LEHMAN, UNITED STATES 
SENATOR FROM THE STATE OF NEW YORK 


Senator Lenman. On March 15, 1951, I was a cosponsor of S. 1137 
which provides for the separation of subsidy from air mail pay in 
accordance with recommendations of the Hoover Commission. | 
have long been in favor of prompt and effective identification of these 
subsidies in the interests of governmental efficiency and national 
economy. The President has twice recommended this reform and 
I am confident that the general views in favor of this legislation are 
known to you and every member of your committee. 

My main purpose at this time is to recommend to the committee 
four amendments to S. 1137, or to whatever bill your committee re- 
ports to the Senate. Since agreeing to cosponsor that bill, I have 
felt that these four amendments would strengthen the basic purpose 
of the air mail subsidy separation legislation. 
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1. Amendment -one refers to page 3, line 5, of S. 1137 and would 
strike out “be based upon” and insert “in no event exceed.’”’ The 
purpose of this amendment is to protect the Post Office Department 
from having to pay more than a compensatory mail rate. By changing 
these words we would thus provide a ceiling on these air mail payments 
insofar as the terms upon which these payments would be fixed are 
concerned. 

2. The second amendment which I suggest would affect page 4 
beginning on line 10 and would strike out “any air carrier holding a 
certificate authorizing the transportation of mail by aircraft’? and 
would insert “the air carrier.”” The same change would be effected 
on line 10 by striking “such air carrier’’ and inserting “a certificated 
air carrier.” 

I understand the principle of this amendment is supported by both 
the Department of the Air Force and by the Postmaster General. 
By permitting air mail subsidy to be granted by the Post Office De- 
partment to certificated air carriers rather than just those holding 
mail certificates, the Congress would be furthering all three principal 
objectives of subsidy separation. 

3. The third proposed amendment would strike out on page 6, 
line 13, the words “as soon as may be practicable after’ and would 
insert “fon or before.’ This amendment obviously is designed to 
give a more definite effective date to subsidy separation and certainly 
would be a stronger congressional admonition to the administrative 
agencies on this matter. 

4. The fourth amendment refers to page 6, line 18, and would 
strike out the period and all that follows down through the second 
comma in line 20 and would insert “among.’’ The effect of this last 
amendment would be to make it as clear as possible to the CAB that 
the four categories upon which allocation of air carrier receipts and 
expenditures are to be determined would be limited to those mentioned 
in S. 1137—that is, ‘transportation of passengers and their baggage, 
transportation of freight, transportation of express, and transportation 
of mail.” 

While I would be naturally pleased if S. 1137, with these four 
amendments, were reported by the committee, I feel that any bill 
reported by your committee which includes the philosophy and legal 
safeguards of S. 1137 with these amendments would merit the speedy 
approval by the Senate. 

The CuHarrMan. The committee will recess until 10 o’clock 
tomorrow morning. 

(Thereupon, at 4:15 p. m., the hearing was recessed, to reconvene 
at 10 o’clock, Friday, June 29, 1951.) 
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FRIDAY, JUNE 29, 1951 


Unrrep Srates SENATE, 
COMMITTEE ON INTERSTATE AND 
ForREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
C. Johnson presiding. 

Present: Senator Johnson (Colorado) chairman; and Senator 
Brewster. 

Also present: Edward C. Sweeney, professional staff member. 

The CuarrmMan. The hearing will come to order. 

Carl, will you proceed? 


STATEMENT OF HON. CARL HINSHAW, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Hinsuaw. Mr. Chairman, my name is Carl Hinshaw. I am 
a Member of the House of Representatives, a member of the House 
Committee on Interstate and Foreign Commerce. Among other 
things, at one time in my life, I practiced in the business of transporta- 
tion engineering. I am a civil engineer by profession. 

I want first te express my appreciation to the committee for sending 
me this report on the survey covering certain aspects of separation of 
compensatory mail pay from total mail payments to domestic airlines, 
compiled by Ernst & Ernst, under contract with your committee. 
I read that report with as much care as a once-over could provide and, 
after I got through reading it, I regret to say I wondered what I had 
read. Not that it isn’t well done—it is—but necessarily that is a 
report which is made out within the parameters established by the 
committee and, as I see it, it did not allow them very much ingenuity 
or original thinking. ‘They did a very fine mechanical job of compiling 
statistics and interpreting those statistics. 

After I got through reading it, I decided to study the United States 
Post Office Department Cost Ascertainment Report, with its appendix, 
for the fiscal year 1950. Upon examining that report, in conjunction 
with the Ernst & Ernst report, I discov ered that the Ernst & Ernst 
report is on a calendar-year basis, whereas the Post Office Department 
report is on a fiscal-year basis, hence they are not directly comparable. 

I then obtained some statistics from the Civil Aeronautics Board, 
indirectly, concerning the operations of the carriers in respect to mail 
pay and studied those, and, when I got all through, I came to the 
conclusion that none of the three agencies seemed to be able to arrive 
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at the same set of figures. They were not using the same set of 
figures. They were using different sets of figures. 

This Ernst & Ernst report is based on the figures supplied principally 
by the airlines concerning their books and their bookkeeping methods. 
The United States Post Office Cost-Ascertainment Report is based on 
over-all figures which are apportioned and allotted, by certain 
processes, principally the process of sampling of four separate weeks 
each in one of the quarters of the fiscal year 1950. 

The Civil Aeronautics Board figures apparently are taken principally 
from the books of the airlines and the Form 41, which is made out, 
carrying the certification of the respective airlines concerning the 
amount of mail that they carry. When I got all through with this, | 
decided that there must be a simpler way of doing it. 

I decided there must be some way that would not involve all of this 
accounting. My mind got to working around the subject of the 
3-cent and the 6-cent stamps. Those are pretty simple items. The 
Post Office Department takes in the mail. I am talking about the 
first-class mail. It takes it in on the basis of stamps purchased; and, 
no matter how far the article is to go, whether it be letter, post card, 
or first-class mail, it carries the same amount of postage. Therefore, 
the Cost-Ascertainment Report of the Post Office Department has to 
be based on several factors in respect to the first-class mail. One of 
them is the factor of whether it is local or nonlocal mail, and the other 
is the factor, if it is nonlocal mail, how it is carried. The Post Office 
Department figures show that their average distance of carrying a 
piece of first-class mail is 480 miles, and it shows that they make a 
little profit on their first-class mail. 

If you turn to the Cost-Ascertainment Report, on page 12, it sets 
forth a summary of allocations and apportionments of postal revenues 
and expenditures to the classes of mail and special services for the 


fiscal year 1950. In that table it sets forth the profits and the deficits 
from the various classes of mail and, of course, includes all of the free 
and country second-class, penalty, franked, free for the blind, registry, 
free nonpostal services, as an extra deficit over and above the oper- 
ating deficit for revenue-type mail. 
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Summary of allocations and apportionments of postal revenues and expenditures to 
the classes of mail and special services for fiscal year 1950 


| 
| 
| Excess of | Excess of 
apportioned! revenues 
Mails and services Revenues | Expenditures) expendi- | over appor- 
tures over | tioned ex- 
| revenues | penditures 


i | 
First class $741, 151, 364 | $660,728, 030 |__- ~--=~| $80, 423, 334 
Domestic air mail ! | 74, 120, 038 109, 621, 905 |$35, 501, 867 | 
Second class (paid) ? | 45,003,555 | 225,602,275 |180, 598, 720 | 
Third class... $ | § 153, 745,942 | 289, 618, 283 |135, 872, 341 | 
Fourth class 4 403, 768, 375 | 480,907,362 | 77, 138, 987 
Den INS sco dviw seco cmnnscssecensssosess 5 39, 656, 744 73, 388, 594 | 33,731,850 |_. 
Foreign air mail * 27, 334, 124 78, 286, 463 | 50, 952, 339 | 
Registry (paid) 7 26,475,786 | 38, 648,860 | 12, 173, 


- Insurance. 7 22,214,133 | 21, 523, 081 


Collect on delivery | 18,958,315 | 26,568,158 | 7, 609, 84: 

Special delivery... | 22,676,422 | 32,463,875 | 9, 787, 45: 

Money order f | 54, 389, 966 77, 695, 090 | 23, 305, 15 

Postal notes --. - 7,706,416 | 11,743,614 , 037, 

Postal savings-.-.....------- Re ecneneceseneseseranes 8, 130, 584 8, 457,033 | 326, oe aa 
Unassignable | 32,851, 669 7, 607,952 |._.___- | 25, 243, 717 





Total, revenue-producing mails and services. th 678, 183, 433 |2, 142, 860, 575 |464, 677, 
Free-in-county (second class)... ._..._...........--- Jenacncnaae--e-] 12,074,988 | 12,074, 
Penalty | 37, 265,145 | 37, 265, 
Franked Pees 1, 436, 847 . 436, 
Free-for-blind | 382, 237 | 382, 237 | 
Registry (free) ‘ | 9, 678,575 | 9, 678, 578 


| 


TORII a wnt tindd slic ck. ce nimecncennsce | 26, 495, 285 pan, 





Grand total, all operations. -_...........-___- i1, 683, 361, 437 |2, 230, 193, 652 , 832, 215 
Less nonpostal reimbursements and money order | 
ite 5, 874, 470 | 5, 874, 47 


Total, postel operations....:................. |1, 677, 486, 967 |2,224, 319, 182 |546, 832, 215 


! Includes domestic air parcel post and air postal and post cards. 

? Revenues include $111,681 from second-class application fees, and $847,735 from publishers’ forwarded 
orreturned. Free-in-county service not included. 

5 Includes $2,351,700 revenue from bulk mailing fees. 

4 Includes $1,614,546 revenue from special handling service. 

5 Includes $497,083 receipts from foreign countries for handling foreign mail in transit through the United 
States, and $376,715 revenue from miscellaneous special services in connection with foreign mail. 

* Includes foreign air mail other articles and international air parcel post. Foreigneair-mail revenues 
consist of $25,396,892 postage and $1,937,232 service revenue. 

T Includes revenue from return receipts; registered mail $1,628,540; insured mail $79,977. 


In the revenue-type mail, they show a net deficit of $464 million, 
which 1 assume is after taking the so-called $80 million profit from 
the first-class mail out. But, assuming that $464 million is the 
operating deficit and the domestic air mail has a deficit of $35 million— 
$35,501 ,000—then that is 7% percent of the total deficit. 

The biggest deficit, of course, comes in the second- and third-class 
mail. Some comes in the foreign mail and some in the postal-money- 
order business. 

So, I turned to the domestic air mail, and there I see that the 
deficit of $35 million is divided $20 million for the letter and post- 
card mail and $14 million for-parcel post. By virtue of the fact that 
the Postmaster General is engaging in an experiment with air parcel 
post and for some time had the right to modify the rates which were 
established for air parcel post, I would assume that the $14 million 
deficit could be made up by some modest raise in the rates for the 
air parcel post. 

After listening to the serious complaints of the Railway Express 
Agency concerning posta! rates, one might examine the air parcel- 
post rates and compare them with the express rates and see whether 
or not they are comparable. 


86630—51——-14 
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If the air express rates are higher than the air parcel-post rates, 
then perhaps the air parcel-post rates should be somewhat increased: 
otherwise, the people are taking advantage of air parcel-post deficit 
at the expense of the express company. 

So, I consider the deficit in the Post Office Department, so far as 
domestic air mail is concerned, as lying in what I can only call first- 
class air mail, because that is the only thing that is comparable with 
first-class surface mail. And that is $20 million. 

So, I attempted to correlate the expenses of the nonlocal first-class 
mail with what I am calling the air first-class mail. Those two seem 
to me to be quite comparable in view of the fact that the first-class 
air mail is composed of letters and post cards of various kinds and 

perhaps some first-class packages; and, likewise, the first-class air 
mail is composed of the same elements. Therefore, if I can correlate 
the first-class nonlocal surface mail with the first-class air mail, | 
think we have some comparable figures to go on. 

So, then, I attempted to find out what the revenues and expenses 
might be on the nonlocal first-class mail, surface mail, the number of 
piec es and all that sort of thing, and I have set them down here. 
I also have set down on this piece of paper the domestic air-mail 
letters and cards, which we can refer to as domestic first-class air 
mail. 

The number of pieces of mail on the surface mail is 15,665,603 ,177. 

The CHarrMan. That is what, Carl? 

Mr. Hinsuaw. The number of pieces of nonlocal first-class surface 
mail. 

And the number of pieces of domestic first-class mail, air mail— 

The CHarrMan. What is the first figure? Air mail? 

Mr. Hinsuaw. The first figure is surface mail. The number of 
pieces of first-class air mail is 843,096,160. Correlating those, it is a 
ratio of about 19 to 1. In other words, there was 19 times as much 
surface mail as there was first-class air mail. 

Then, in the number of pounds, I will give it to you in round 
figures—438 million pounds of first-class nonlocal surface mail, and 
there are 31 million and a half pounds of first-class domestic air mail. 
That is a ratio of 14 to 1. 

The average haul in miles of the surface mail is 480 and the aver- 
age haul in miles of domestic first-class air mail is 1,226. I am not 
including the parcel post in the air mail, but, if the parcel post is in- 
cluded with the domestic first-class air mail, the average haul is 1,170 
miles, according to the Post Office Ascertainment Report. 

There is a very peculiar thing that happens in respect to the reve- 
nues and expenses per pound and per piece of first-class nonlocal sur- 
face mail and what we have called first-Class domestic air mail. 

I obtained these figures yesterday evening from the Post Office 
Department, which shows that the revenues per piece on the surface 
mail is 3.20 cents, and expenditures per piece is 2.87 cents, showing a 
slight profit, a profit of 0.33 cent, a third of a cent. Then they show 
the revenue per piece on the first-class air mail as 7.23 cents and the 
expenditures as 9.71 cents. Then there is a further interesting 
factor, and that is in the revenues per pound, which is in respect to 
first-class mail at $1.14, and the revenue per pound on domestic air 
mail at $1.93. 
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Taking the latter figure of $1.93 a pound, if you divide that by 16 
ounces to the pound, you come to the point where, instead of domestic 
air mail receiving 6 cents per ounce, which is the mail rate, you get 
12 cents an ounce. So, actually, the revenue for the domestic first- 
class air mail is 12 cents an ounce instead of the 6-cent stamp. 

So, fussing around with those figures, it occurred to me that there 
must be a simpler method of ascertainment of the proper kind of 
figure to apply to air mail, and I set down quite a few figures and 
took a look at them, having arrived at the point where 12 cents an 
ounce was the revenue on domestic air mail first-class; namely, $1.9319 
per pound, I wondered what would happen if you did the same thing 
to the air mail, so far as the transportation of it by air was concerned, 
as the Post Office Department does when it receives the letter. 

The Post Office Department does not care how far it goes. So, 
let’s see what happens if you simply give the airlines so much per 
pound for on-loading mail, regardless of how far it goes. 

So I took a lot of figures and came up with this set here, and I will 
give you a copy of it. If you paid 25 cents a pound for all mail loaded 
onto an airplane by any given carrier, regardless of the distance it was 
to be carried, you would find that in a 100-mile haul the cost per ton- 
mile would be $5; in a 500-mile haul it would be reduced to $1; in a 
thousand-mile haul it would be reduced to 50 cents per ton-mile. 
Taking that average of both first-class and parcel post, the average 
distance of 1,170 miles, it works out at 43 cents a ton-mile. If you 
carry it 2,000 miles in a single carrier, it comes to 25 cents a ton-mile, 
and, if you carry it 2,400 miles, it would be 20% cents. 


Air-mail carrier compensation at pound-emplaned rates 


At 25 cents per pound for At 50 cents per pound for em- 
emplaned mail regardless of planed mail regardless of dis- 
distance ($25 per 100 pounds): Cost per tance ($50 per 100 pounds): Cost per 
Miles hauled: ton-mile Miles hauled: ton-mile 

$5. 00 100__ 5 $10. 00 
1. 00 500_ 2. 00 
. 50 1,000_ __ 1. 0O 
. 43 1,170_ . . 86 
. 25 2,000.  . - . 50 
. 20% 2,400 _ - Len . 41 


25-pound minimum pays $12.50 re- 
gardless of distance carried. 

Peculiarly enough, the 1,170-mile average distance that all air mail 
is carried is 43 cents per ton-mile, and that works out just about the 
figures that are being talked about in your committee and in the 
Ernst & Ernst report as an average ton-mile cost. 

Obviously, the cost of transportation by short-haul carriers and one 
with thin routes, not having the biggest cities, and so forth and so on, 
is going to be considerably more expensive than will the long-haul 
heavy-airplane, fast-type airplane carrier. 

So, I took the next figure, 50 cents per pound for emplaned mail, 
regardless of distance and set down the cost. The cost per ton-mile 
at the rate of 50 cents a pound for emplaned mail for a 100-mile haul 
is going to pe $10 per ton-mile. For a 500-mile haul, it will be $2. 
For a 1,000-mile haul, it will be $1. Taking the average hauling 
distance of 1,170 miles, it works out at 86 cents, which approximates 
a figure I have seen in the course of studying these other reports. And, 
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at a 2,000-mile haul, which none of the small carriers have, I believe. 
it would work out at 50 cents. Then the 2,400-mile haul would work 
out at 41 cents per ton-mile. 

Obviously, the small carriers will carry mail a lot less far than the 
large carriers who have the large transcontinental and trunk routes 
east and west and north and south. 

In the Ernst & Ernst report and the bill of the distinguished Senator 
from Colorado, he talked about a minimum for the small carriers of 
100-pound carriage of mail. So, I reduced that minimum from 1(( 
to 50 pounds and, if you pay 50 cents a pound for the emplaned mail, 
that would make $12.50 for each time they took on mail; that is, 
$12.50 per stop. That is about what Ernst & Ernst figured was the 
price of the stop of a DC-3 or a Lodestar, a Lockheed Lodestar. 

The $25 is the estimated cost of a stop of a CV—240, as I remember 
the figures. 

So, there are some correlations between these figures that are to 
me quite remarkable, remarkable in the sense that they fit pretty 
closely to the cost of operations of the short-haul and long-haul 
carriers and also to the fact that, if you work these figures out in terms 
of emplaned mail, you find that it does not come out unreasonably so 
far as the carrier compensations are concerned. 

I tried to examine the cost set-up of these various carriers and the 
amounts of mail that they handle and tried to figure what the Secretary 
of Commerce meant when he was talking yesterday about the car- 
riers—I am quoting now— 
should receive a fair compensation for carrying the mail. This means a rate to 
cover the actual cost of carrying the mail, plus a fair return on that part of the 
investment used or useful in the mail service. 

I once took a course in accounting, Mr. Chairman, and, if that course 
in accounting did nothing more for me than prove the old adage that 
figures can lie and liars can figure, it was of great benefit tome. There 
are more ways of figuring cost than you can shake a stick at. You 
can figure cost so many ways and come out with so many different 
answers that you have to choose between the methods and the answers 
as to which you think might be right. Some cost ascertainments 
are quite simple. You pay a fellow a dollar an hour to do a piece of 
work and be works 5 hours. It is $5. That isa cinch. But when 
you start allocating cost and overhead and profits and losses and 
tax bases of various kinds, you can do nearly anything you want to 
with figures. There are certain practices that accountants are sup- 
posed to follow, but I will bet you that you can take the figures that 
were compiled by Ernst & Ernst and give the same figures to an- 
other accountant, with a slightly different set of parameters perhaps, 
and you come out with a wholly different result. 

You talk about fair compensation to carry the mail and a rate 
sufficient to cover the actual cost of carrying the mail. You start 
figuring airplanes. They do not have any roadbeds or rights-of-way 
that sit there all the time and cost taxes and interest. The air carriers 
have airplanes that they try to fly as many hours a day as they can, 
because the more hours a day they can fly them the more utilization 
they have out of them and the cheaper the cost is going to be. How 
are you going to allocate that cost? Are you going to allocate it on 
the basis of ‘the proportion of revenues in carrying mail, in express and 
freight to the proportion of revenue on passengers, or are you going 
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to say that we do not care how many passengers you carry, even if 
you don’t carry any at all, we consider it a tall ainptane, and the pro- 
portion of mail to an otherwise full airplane is considered as the base. 

If you figure the latter metbod, then you are going to get an ex- 
tremely low cost.. If you figure a ratio of the number of pounds of 
mail to the number of pounds of passengers actually carried then you 
get a very high cost. 

Obviously, every air carrier tries its best to fill its airplane with 
something that is going to pay revenue. They try to fill it with pas- 
sengers. In the early days of the present trunk lines and other major 
carriers, they had some very low ratios of load to capacity in the air- 
plane, but, as time has gone on, they have built a business until now 
they figure a load factor where, if they do not get as high as 62% 
percent, they feel they have not done a very good job. Certain 
seasons they will run up to 90 percent load factor. So, if you start 
figuring cost on the basis of any individual carrier, you have a maxi- 
mum and a minimum of cost. You have two ends of it that you can 
figure and somewhere perhaps in between or somewhere close to the 
actualities of the situation is what the cost is. 

Obviously, it would be foolish for a small carrier that has a plane- 
load of passengers averaging seven or eight to go out and buy DC-6B’s 
or Constellations. Then their load factor would be way down and their 
cost of operation would be way up. 

That is one reason why they go to the Civil Aeronautics Board and 
say that they want to get these big airplanes and they hope to get 
enough mail pay to cover the breaking in of the airplanes and crews 
and so forth, because they think ultimately they are going to have use 
for those big airplanes and they had better put them in service in 
advance of the need. 

It might be that some smaller type airplane would carry all the 
business they have today but, if they get the big airplanes, then their 
costs are going up, obviously. So if you confine the carrier to the cost 
he had on the basis of the DC-3 or a Lodestar, when he goes into a 
much larger airplane, why you are not paying him compensation, you 
are just giving him what he got before, because his costs are actually 
greater. 

So, what is the cost of carrying the mail? It is a relative thing. 
It isn’t anything that you can sit down and figure out arbitrarily and 
say, ‘“This is the cost.’’ The cost is going to vary so widely in accord- 
ance with the method of figuring that all you can do is establish a 
maximum and a minimum as to what is the highest cost and what is the 
lowest cost. So it is just as reasonable, after looking over all the 
figures, to pick another figure out of the air, because that is what you 
are doing in any method of cost accounting practically, and so long as 
these figures are within reason and are fair and reasonable, to use that 
kind of a figure for payment of the carriers, as it would be to try to sit 
down and go through an awful lot of figuring and come up with some- 
thing when you really do not have anything more than an approxi- 
mation when you get through with it. So when it comes to simplicity 
—simplicity of figuring, simplicity of compensation, simplicity of 
accounting, simplicity in reporting—you might just as well take a flat 
rate of so much per pound for emplaned mail and be done with it. 
You have all the variations in ton-miles that accord with the lengths 
of haul, and you come up with an average which is equivalent to the 
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average which you are talking about or the averages that you are 
talking about. Then all you have to do is weigh the mail when it 
goes on the airplane and sign for it, and that is the end of it. So many 
pounds, so many dollars, no matter how far it goes. That is the way 
the post office collects its revenue on first-class mail. So why not pay 
the carriers on the same basis? 

Insofar as the carrier is concerned, if he gets so many dollars per 
pound or so many cents per pound for the amount of mail that Is 
on-loaded, his cost is going to work out rather satisfactorily to him. 

If you will notice in the first of these tables, there is something very 
interesting on the miles hauled, 2,400 at 25 cents per pound for em- 
planed mail. It works out as cost per ton-mile of 20% cents. That 
is just about the minimum rate, freight rate, transcontinental, today. 

I have been listening to these arguments between the sc heduled 
and the nonscheduled carriers for a long time, just as you have, and 
also the freight carriers. If you were going to give a carrier nothing 
but the coast-to-coast transportation, it can be done very cheaply. 
But if he has to engage in a lot of short stops that are unprofitable, 
then that increases his over-all cost materially. If you pes cut out 
the city of Denver from your airlines, you would save $534,000 a year 
for United Airlines. I wouldn’t want to do that. There are a lot of 
other cities that could be cut off from airlines, but we do not want to 
do that, because we want to give the service to people. So these 
figures show that for the very long haul, you can do it at a fairly cheap 
rate if your average comes out, the over-all average. 

I do not hold any particular brief for this method of compensation, 
except for this fact: that correlating these figures with the Civil Aero- 
nautics Board figures, it shows a fair rate of compensation and con- 
siderably within the present total compensation paid to the carriers. 
I should say that these figures would work out to be about two-thirds 
of the total compensation presently paid to the carriers and the bal- 
ance of one-third would then be subsidy. I think if these figures are 
used and applied against the present air mail, it would balance out 
the first-class air mail deficit. 

I am not trying to balance out the parcel-post deficit because that 

is something that is adjustable and should be a competitive factor as 
between parcel post and air express. I do not think we ought to 
consider that deficit here because, if we are going to compete with 
the railway express by undercharging, why then, of course, you have 
to suffer a deficit on it because we know perfectly well that the rail- 
way express is not very profitable today at the present rates. So | 
am taking $20,000,000 as the deficit we have to consider, and our 
committees have to help decide about, and the Civil Aeronautics 
Board really has to decide about, and let the Post Office Department 
handle the other $14,000,000 on the air parcel post. 

Now, go one step further. On figures like this, of a number of cents 
per pound of emplaned mail, I believe we are going to be able to work 
out with the Post Office Department that which I have looked for for 
a long time and that is a system whereby all first class mail which can 
be expedited by air could be hauled by air. That is going to change 
materially the figures that are now set up in the cost allocation busi- 
ness prepared by the Post Office Department, but, if you start going 
on the basis of ton-mile costs and ton-mile compensation, you will 
never arrive at that point, because, obviously, the air is going to serve 
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the long distances. At the present time the average length of haul 
of first-class surface mail is 480 miles. That must be composed of a 
lot of 2,000- and 2,400-mile mail hauls and a lot of 50- and 60- and a 
hundred-mile mail. If you are going to take out the five- or six- 
hundred-mile mail hauls, and over, and give them to air, then the 
rates that are going to apply per ton-mile are going to be quite com- 
parable to railroad costs. I have no Ernst & Ernst to do my figuring 
for me, but I give you that out of my belief, as perhaps a good guess. 

As I say, I hold no particular brief for this, exc ept from a simplici ity 
standpoint, and the fact that the total compensation would be reason- 
able in my humble opinion. But just think, if all you had to do was 
to account for the number of pounds of mail that a carrier took on to 
carry some place, how many accountants would be out of a job, be- 
cause you do not have to figure then how far it is to go and there 
multiply pounds by miles and dollars and cents and come out with 
some figures, add them all up, and say that is what the compensation 
ought to be. All you do is take the number of pounds and multiply 
them by 25 cents or 50 cents. 

The CuatrmMan. That would apply to all carriers? 

Mr. Hinsnaw. To all air carriers, except I would divide the car- 
riers into classes. The cost of a small or medium carrier is going to 
be very different than the cost of a large carrier, because of the num- 
ber of stops they make and the fact that they have to maintain un- 
profitable stops. If you could eliminate all unprofitable stops in the 
United States, according to the figures of Ernst & Ernst, you could 
show a whale of a profit. to the airlines. 

The CuarrMan. That is right. 

Mr. Hinsuaw. You could reduce the transportation rate too, I do 
not know what proportion of the present rate, but you could probably 
cut them at least a third and still show a 7-percent profit on the in- 
vestment if you could cut out all the unprofitable stations, but you 
do not want to do that since what you are trying to do is establish a 
system of transportation in the public convenience. 

The CuarrMan. That is why we pay them the so-called subsidy. 
Mr. Hinsuaw. That is right. If you want to call that a subsidy, 
but it is actually a cost of doing that kind of business. If you only 
get 4.6 cents per passenger-mile on a ticket and it costs more than 
that, somebody has to pay the difference. And that would be the 
Government if they want that service. It is just the same as the 
Post Office Department sets up a star route and they run for a ong? 

dred miles and carry only a hundred pounds of mail. Obviously, 

is Very expensive per ton-mile to carry that star route, but you do 
that for the convenience of the public and what we think is common 
service to all the people in the country. In that way those services 
~ available to everybody. 

I do not think that these figures that are contained in this book, 
the Ernst & Ernst Report and Appendix, which I think is a marvelous 
work of accountancy—I do not see why somebody did not go quietly 
crazy in making out these figures. It is a good job, but what does it 
show? When you get through it shows that 55 of the big cities in 
the country are profitable and the balance of them are unprofitable, 
so far as stops are concerned. 

The Cuatrman. It shows much more than that. 
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Mr. Hinsuaw. Yes, it does show more than that, but, on the other 
hand, that is the principal thing. 

The CuarrMan. Yes, it shows that. It shows that communities, 
the revenues from which do not cover the expenses which are ex- 
pended on them. 

Mr. Hinsuaw. That is right. 

The CuarrmMan. That is what it was intended to show. 

Mr. Hinsuaw. Sure. That is a very important item, but that 
does not mean that I do not want to stop at Denver. I do. 

The Cuarrman. No, of course not. This committee never con- 
tended that that was the purpose of this kind of a report, just the 
or 

Mr. Hinsnaw. All right, I make this statement to you: Just as a 
guess, because I do not run any airlines, I do not have anything to 
do with them, I do not own any stock in them or anything else, but 
I would suggest that, after getting this very fine report by Ernst « 
Ernst, showing the unprofitable stops, that if you or I had a great big 
airline to operate, we might like to separate that airline into two 
parts, one the part that did the long-haul business exclusively between 
the profitable cities, and then set up a wholly owned subsidiary, or 
another different airline, to operate the unprofitable stops, and get a 
subsidy from the Government for doing it, wouldn’t we? 

We could make a whale of a profit on the first part and get six 
and a half percent on the second part. Couldn’t we get that, if we 
did it that way? 

Do you see what I mean? 

The CHarrMan. Yes, of course, I see what you mean. 

Mr. Hinsuaw. The small carriers and the feeder-line carriers are 
doing just that second part right now. That is what their business 
is principally. That is why they are operating at a loss. They do 
not have the long nonstop hauls. 

So I would make a rough guess that somebody might find it very 
smart to separate his certificate into two parts, one for the long haul 
and one for the short hauls, put together in a smaller system, and he 
would make a whale of a profit on the long-haul business and get 
Government payment of cost plus 7 percent on short-haul business. 

The Cuarrman. That would be a very neat trick if the Civil Aero- 
nautics Board let them do it. | 

Mr. Hrnsuaw. If they do not let them do it, they have a perfectly 
good complaint that they are not being treated with the same degree 
of consideration that the Board is giving the smaller carriers. 

The CHatrman. I do not think that follows. 

Mr. Hinsnaw. That is a point of argument. But at the same 
time, he is carrying a lot of unprofitable stops, which he would just 
as soon turn over to the small carriers and let them carry it un- 
profitably so long as he gets the long-haul business. That is as | 
see it. 

Mr. Chairman, I have a lot more on my chest, but I wanted to 
submit these thoughts to you. I wanted to give Mr. Sweeney some- 
thing to worry about. I wanted to at least point out that it is just 
as simple as can be, in fact, too simple almost, to pay the carriers on 
the basis of cents per pound or dollars per ton for the emplaned 
mail, and you will find, I think, when you come right down to cases, 
that it is just as accurate to do it that way as it is to run a cost 
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ascertainment with a hell of a lot of expense involved in extra account- 
ing. Why. if you did it that way, there would be a lot of employees 
in the Civil Aeronautics Board out of a job. There wou!dn’t be 
nearly as much figuring to do as there is now. There would be a 
lot of people in the Post Office Department out of a job, and a lot 
of people out of a job in airlines whose business it is to try to keep 
books in several different ways, which they have to do for the various 
purposes of the Government, one way for the Internal Revenue 
Bureau another way for the Civil Aeronautics Board, another way 
for the Post Office Department. They wouldn’t have to do that 
any more. 

The CuarrMan. If your plan is sound, how would it work out with 
the surface carrier? 

Mr. Hinsuaw. I would think that it would work out quite similarly 
with the surface carrier. Of course, a similar basis is being used now, 
as I understand it, by the surface ocean carriers. As a matter of 
fact, in examining these figures from the Post Office Department, it 
is quite apparent that the foreign surface mail, which is the steamship 
mail, shows a revenue of $39,600,000 and expenditures of $73,400,000, 
showing a deficit of $33,700,000, which is within $1,300,000 of the 
deficit we have on domestic mail—a very interesting fact. 

So perhaps it would work out for them, too. 

The Cuarrman. How would it work with the railroad? 

Mr. Hinsuaw. Well, of course, we buy space on the railroad cars 
in so many different ways today that I think it would take a Phila- 
delphia accountant to figure it out. 

The CuHarrMan. Yes, but, if the railroads base their rates, their 
postal rates, on a cost basis for passenger transportation, I think you 
would find a very greatly increased postal rate on railroads. 

Mr. Hinsnaw. I expect you would. 

The CHarrMan. I presume during the last 12 months the railroad 
passenger transportation has changed considerably and gotten quite 
aways away from the red bookkeeping that it had prior to that time, 
but the last year that I recall seeing the figures the passenger business 
of this country was in the red over $700,000,000 in 1 year. If the 
postal rates are based on the cost of operating passenger trains, I 
think the rates would have to go very much higher on the railroad 
for carrying the mail. 

Mr. Hinsuaw. They probably would. I know we called up the 
Post. Office Cost Ascertainment Department to find out how much 
the transportation charge was for carrying first-class surface mail and 
they said it was a half cent out of the postage stamp, or a half a 
percent out of the cost, which is very close to the 3-cent postage stamp. 
Then they pointed out that the transportation cost by air was 6 cents. 
That startled me for a little while. I did not believe it and I do not 
believe it yet. But at all events, they pointed out that the cost of 
transportation by air was 12 times the cost of transportation by 
surface. 

One might point out that the distances traveled by surface was in 
the ratio of 1 to 2% so far as air is concerned; that is, 480 miles versus 
1,170 miles, or 1,226, when you consider first-class mail alone. ‘The 
speed of transportation by air was several times, perhaps four or five 
times that by surface. So if you put those two figures together, why, 
it might mean something or it might not. In all events, it is unfair 
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to compare the two. when the haul is different in length and when the 
unit doing the haul is so very different in its character. Yet that is 
the way they figure. 

I have gone through all these allocations in this Post Office Cost 
Ascertainment book and I find that in some cases the allocation of 
cost of first-class air mail to first-class surface mail is 6% to 1, whereas 
the ratio of the number of pieces is 90 to 1. I cannot see where it 
would cost any more or the cost would be any higher for handling a 
piece of air mail than a piece of first-class mail surface, except in going 
to and from an airport by a truck. There might be a little increase, 
but not very much. ‘That is not a very large total. 

I fail to see how they can arrive at these figures except by the 
methods they employ. I think, of course, it is a matter of judgment 
what proportion of the total you allocate. If you allocate 6% times 
only, w my the number of pieces is 90 times, there has to be a good 
excuse, when you allocate, as you do in one case, 29 times to the 
surface aa and 1 time to the air mail, 29 to 1. 

You go through all those cost-ascertainment figures and you find 
all those allocation ratios vary in practically everything there is and 
they vary widely. They are made up on the basis of 1 week’s sample 
in each of 4 quarters a year. It isn’t an accurate figure at all and, if 
you allocate more of the cost to air mail than air mail is entitled to 
carry, even though it would be $2 or $3 million, it makes a very vast 
differenee because, when they come down to figuring the transporta- 
tion cost, what they do is deduct everything else from the total cost 
and say the balance is transportation. That shows you how accurate 
that is. It just cannot be right. 

The CuarrmMan. What is your reaction to the recommendation of 
Ernst & Ernst of basing the mail carriage on the rates received for 
passenger carriage? You say the figures for carrying the mail were 
picked out of the atmosphere. That could not possibly be true of 
transportation of persons, could it? That is the rate of hauling 
passengers must have some basis, some accounting basis. 

Mr. HinsHaw. Let’s come down to a few figures. About 5 percent 
of the total income for transportation service of the major airlines is 
mail. Most of the rest is passengers. That is by the Ernst & Ernst 
report. 

The Cuarrman. I think it is a little higher than 5 percent. 

Mr. Hinsuaw. It is something like that. It is close toit. About 5 
percent for mail. 

The CuHarrMan. Isn’t it 10 percent? 

Mr. Sweeney. Mail is almost 10 percent of the business. 

Mr. Hinsuaw. I still think it is 5, but for the purpose of argument | 
will agree it is 10 percent. 

The CuHarrMan. I think it is 90 percent for passengers and 10 per- 
cent for all others. 

Mr. Hinsuaw. That is what it is, because express and freight make 
up the other 5 percent. 

Obviously, most of this revenue coming from passengers, they have 
to establish a passenger rate for big carriers that will supply them with 
sufficient revenue in order to carry on the business and make a little 
profit, they hope, Isn’t that right? 

The CHarrmMan. That is right. 
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Mr. HinsHaw. Their rates are established by their over-all cost of 
doing business—their passenger rates—and that sets the rate for every 
other airline in the country because that is the minimum rate that 
can be charged by the biggest and strongest carrier. 

The CuarrMaNn. That is right. But it is not a figure picked out of 
the atmosphere. 

Mr. Hrnsnaw. No, that is based on over-all costs. That is the 
basis for all the other carriers rate figures competitively, even though 
the cost is much higher to the smaller airlines, and they cannot charge 
a higher rate than the big, strong airlines; isn’t that right? 

The CuarrMAN. That is correct. The law of diminishing returns 
enters into that and it governs largely, but the Ernst & Ernst people 
are satisfied that the rates for carrying persons were based on logic, 
facts and factors that are sound, and so they undertook to base the 
transportation of mail on the rates charged for the transportation of 
persons. 

Mr. Hinsnaw. Yes. 

The CuarrMan. You have that supplemental report of Ernst & 
Ernst there? 

Mr. HinsHaw. They could have done that in the beginning and 
saved a lot of trouble. 

The CuarrMANn. The trouble that you talk about is for the purpose 
of saving trouble. It isn’t for the purpose of creating trouble for 
themselves. 

Mr. Hinsnaw. I realize that. 

The CuarrMaANn. This report on the communities is a very valuable 
study but, of course, they could have done that supplemental study 
in the first place. They perhaps would not have needed this com- 
munity report, but the reason that we wanted this report was so that 
we could go to the Appropriations Committees of Congress, and so 
that the Civil Aeronautics Board could go there, and justify whatever 
so-called subsidies they had to have. 

Mr. Hinsuaw. Yes. 

The CHarRMAN. Because the subsidy was not for the airline, it was 
to pay for the cost of serving a community. 

Mr. Hinshaw. That is right. 

The CuarrmMan. And I think the Civil Aeronautics Board would 
be in a rather embarrassing and pretty difficult position if it could not 
relate the so-called subsidy to the amount of service that the airline 
was giving to certain communities, because you are familiar with the 
Appropriations Committees. 

Mr. Hinsuaw. Oh, yes. 

The Cuarrman. You go in there and ask them for $20 million for 
subsidies and you wouldn’t get that much. 

Mr. Hinsnaw. No. 

The CHArRMAN. Except insults. 

Mr. Hinsnaw. The only reason you pay subsidies is—there are two 
reasons—one of them is related to service to communities, and the 
other one is the value of the service to the national defense. 

The Cuarrman. Of course. This committee tried to assess part of 
the costs of operating airlines to national defense and the national 
defense people pulled the rubber mat out from under us. They said 
the airlines did not serve national defense any more than other modes 
of transportation, the trucks and busses and the trains and the ships. 
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They said, “Sure, everything serves national defense. .The farmer 
raising a crop of cotton or wheat or corn is serving the national 
defense.”” But they said that the airline industry was not serving jt 
any more than the other transportation industries. 

Mr. Hinsuaw. I would like to argue with that because they do not 
take the trucks away from the trucklines and send them to Korea. 
They do not take the railroad cars—they did a few in World War I] 
they do not take railroad cars out in large volume and send them to 
Germany. 

The Cuarrman. Yes. Do you know how many trainloads—no} 
cars—it takes to transport one division? 

Mr. Hinsuaw. I know those figures. But what I am pointing ou 
is that one of the things that the National Defense Establishment told 
us in the Congressional Aviation Policy Board, when I was chairman 
of the Combat Subcommittee and dealing with them every day in the 
week, was, that they needed a large and strong domestic and inter- 
national system of air transportation in order that they might have 
pilots, crews, planes and equipment of all kinds available so that they 
could take them out of commercial service and use them as an extra 
airlift. 

The CuatrMan. Exactly. 

Mr. Hinsnaw. That is what they have done. If they come in ani 
say they have no more value than this other stuff, they are denying 
what they told me. 

The CHarrMAN. But, that is exactly what they told us in Januar) 
1950. 

Mr. Hinsnaw. The record shows how many planes and crews they 
took from the airlines and put on the Tokyo airlift and how man 
planes and crews were taken from the airlines and put on the Berlin 
airlift. They cannot say that and get away with it. 

The CuarrMAN. That is what they said to our committee and they 
made a record of their views. 

Mr. Hinsuaw. I will tell you what they told me, Mr. Chairman, and 
that was this: That they needed 762 DC—4 equivalents in actual serv- 
ice among the air carriers so they could take them out and use them 
in an airlift. They figured it was a darn sight cheaper to have those 
planes engaged in commerce between needs than it was for them to 
operate them in the Military Air Transport Service. If they come 
around and say something else at this time, I would like to show them 
the records. Mr. Sweeney was present in that committee and he can 
verify what I say. Isn’t that correct? 

Mr. Sweeney. That is right. 

Mr. Hinsuaw. They are trying to mislead the committee when they 
state otherwise. 

The CuarrMANn. That is the record they made before our committee 
a little more than a year ago, and we have been exploring the matter 
with them and asking them what changes they want to make in that 
appraisal. They do not have very aaa to offer in the way of changes 
in that appraisal since then. 

Will you pardon me just a moment? 

Mr. Hinsnaw. eat 

(Recess.) 

The CuarrMan. I want to read into the record what Steve Early, 
testifying for the Department of Defense, said to the committee: 
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To the extent that.these (mail) «subsidies assist in keeping commercial airlines 
in a solvent condition and result in numbers of aircraft in being, they are advan- 
tageous from & national defense viewpoint. _Of course, we also feel that we have 
an obligation to keep in mind that the abilities of railroads, bus lines, trucking 
companies, and the maritime industry are not impaired by virtue of subsidy 
payments to the airlines. * * * The existence of airlift in the commercial 
airlines, by itself, is a national defense asset, but the payment of subsidies for the 
continued existence of airlines on the account of national defense is too intangible 
for us to be able to calculate. * * * There is nothing in the Nation’s economy 
that does not contribute to the national defense. * * * A war could not be 
fought without reliance on the fullest capabilities of the railway transportation 
system in this country. Much the same may be said for the bus lines and the 
truck lines. The American civil aviation industry is like these other components 
of the national economy— indispensable to its welfare and, like the others, to its 
defense. * * * We have given this question of dividing subsidies and attempt- 
ing to fix, in terms of dollars, the amount we think you could justly charge the 
national defense aspects, and we just plead our incompetency on that point. 


Mr. Hinsuaw. I think that statement is probably as close to a fair 
one as possible because they are incompetent to figure what the value 
of the air carriers is in dollars and cents to the national defense, and 
| plead guilty on that myself. I couldn’t figure it. I don’t believe 
anybody else can figure it in dollars and cents. They pointed out to 
us in the Air Policy Board two very important factors. One was 
the one I gave a few moments ago and the other was an interesting 
factor. That was the maintenance of an aircraft production industry 
in being in time of peace through the production of civil aircraft. 
Obviously, if there were no civil aircraft produced and you came into 
a time of peace and there were no military aircraft on order, then 
your manufacturing industry is going to sink to practically zero. We 
all know how difficult it is to get the aircraft manufacturing business 
going. It was permitted to drop to 18 million airframe-pounds per 
year about 1949, and now we are struggling to get it up to 150 million 
airframe-pounds per year, by virtue of the fact that it takes a year 
and a half to double the production and another 9 to 10 months to 
double that production and then another 6 months to double that 
production, the base of production is very important. 

If we had had a base of production of 60 million airframe-pounds, 
when Korea happened, we could have doubled that production by 
perhaps the end of this calendar year and had 120 million airframe- 
pounds per year. But, having started from 18 it is going to be a 
struggle and very expensive to double the production of aircraft even 
up to 40 million airframe-pounds per year, and then another 40. It 
is terrible. 

The CuHarrMan. I recall, when you and I were members of the 
Congressional Aviation Policy Board, which undertook the study, that 
we pointed out the danger of letting the aircraft industry fade away 
and did our best to have the national defense assist in keeping it alive. 

Mr. Hinsuaw. Indeed we did. 

The Caarrman. I think we did accomplish something. 

Mr. Hinsuaw. Yes. Because of what we accomplished, we are 
in a better position today than we would otherwise have been. 

The Cuarrman. I do not disagree with you at all. I do not dis- 
agree with what you said on these points. In fact, I agree with you. 
But this committee received considerable testimony, direct testimony, 
which was given to us off the record and in executive session, with 
respect to many of these matters. 
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Mr. Hinsnaw. I wanted to say this in respect to the two other 
classes or three other classes of air mail, that I am not sufficiently 
equipped with facts and figures to make an anlaysis of those. I am 
not sufficiently equipped with facts, figures, and time to make ap 
analysis of those, an analysis comparable with what I have intended 
to make on purely domestic first-class air mail. I will do what I can 
to see what views can be assembled by me personally on other types 
of air mail, the foreign first-class air mail and the domestic and the 
foreign parcel post, but I do not have much time available for it. | 
only suggest that the servant is generally worthy of his hire. If he 
isn’t worthy of his hire, then don’t hire him. Unless you just have 
to have a servant, don’t hire him. 

I am very much concerned over the fact that there is a proposed 
separation of subsidy from compensation in the foreign mail because 
you and I both know that the foreign carriers are compensated on the 
basis of the International Postal Union rates. If you can figure, or 
if anybody can figure what the actual cost of transporting mail is to 
the carrier, and there is a difference in subsidy, then you know the 
foreign carriers are paying at least that difference, if not more, by 
virtue of the $2.86 per ton-mile UPU rate applied over mbdst of 
Europe and the other rates applied elsewhere. It seems to me that, 
if we make an open separation of what is going to be called compensa- 
tion and what is going to be called subsidy to our carriers, if we are 
going to do that, we will start a rate war between the foreign carriers 
and our own Government. I say our own Government because the 
Government is going to stand the gaff one way or the other, whether it 
comes out of postal rates or out of subsidies. We are going to stand 
the gaff in any event, and by no mean order. 

If we establish a rate at less than the Universal Postal Union rate, 
then obviously our carriers will get all the business and that starts a 
rate war on the other side. If we pay them more, the Post Office 
Department is bound to give the foreign carriers the business instead 
of our carriers, because they want to get the cheapest rate. It seems 
to me we are going to get into something that is going to be too tough 
to handle, and I do not see why we should. I think that should be left 
alone for the time being, and let’s take some time on it because it has 
a lot of factors involved in it other than cost and subsidy—inter- 
national relations are involved, of all kinds, and the question of 
whether or not we have pilots that are familiar with certain routes, 
and all that sort of thing. The national interest comes into this in a 
great big way. How are you going to define the national interest 
route? Are you going to take the route to Africa and say it is a 
national interest route and pay it all? What is compensation on a 
route like that? How can anybody tell what compensation is toa 
carrier for carrying a load-factor of maybe 18 percent to 22 percent 
of passengers and then a very small amount of mail on a route to 
Africa? 

I do not know what the compensation is or what the subsidy is. 
It may be all subsidy. But if it is, and the Government wants the 
route, then the Government has to pay for it. That is all there is 
to it. But you cannot determine mail cost on that by any manner of 
means. 

The CuHarrMaAN. The theory is that the mail should pay its part, 
the post office should pay for the carriage of the mail, and the rest 
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of the payment to be made should be made out of the so-called sub- 
sidies. That is the theory. That is theoretically what the proposal 
is. Strangely enough, our committee did base the rate for inter- 
national carriage of mail on the postal revenues. We based it on 80 
percent of the revenues and 20 percent to the post office. It is interest- 
ing that you applied that same approach to the domestic carriers 
that we applied to the international carriers; however, we did not do 
it exactly as you propose to do it, by eliminating the miles part of it. 
We left the ton-miles in there. 

Mr. HinsHaw. Miles become very important in foreign transporta- 
tion of mail because they are so long and because all of the facilities 
abroad are either paid for by the carrier or charged for by the foreign 
government at some rate which frequently is exorbitant. For instance, 
landing fees at airports, where they get up to $150 a landing, and that 
sort of thing. Obviously, if a government is going to charge $150 
landing fee in some foreign country, they can charge it to their own 
carriers. But they own their own carriers. It does not make any 
difference to them. It just nicks the foreign carriers. It is a very 
complicated piece of business. 

The CuarrMan. That is correct. Of course, it is a very complicated 
piece of business, and that is not an overstatment at all. We realize 
that. However, the committees of Congress, the President of the 
United States, the Commerce Department, the Post Office Depart- 
ment, the Bureau of the Budget—all of them—have insisted that we 
separate the mail compensation payments from the subsidy in the 
international field. This committee realized just exactly what you 
have said. The implications and difficulties involved in this thing are 
realized, but we felt that we had to go ahead and do the best we could 
with the instructions we had. 

Mr. Hinsuaw. Mr. Chairman, if I might comment briefly on that, 
it is my understanding that there is no unanimity of opinion in the 
Government in that respect, while, of course, the determination of the 
President is binding upon all of the departments of government, it is 
not binding upon the Congress and the Congress ought to find out 
exactly what the reasons for the various viewpoints are, without that, 
let us say cloture, imposed upon their viewpoint, that would be estab- 
lished by edict. 

Maybe our judgment would be different than the Government. We 
do not always agree with the Government, as you know. 

The CuarrMAN. Congressman, we are going to have an executive 
session as soon as Representative Kennedy concludes, and we would 
like to have you stay and take part in that executive session. It is 
going to be on the point of international carriage of mail. 

Mr. Hinsuaw. I appreciate that invitation and I accept it with 
pleasure. 

The CuarrMan. Fine. 

All right, do you have anything more you want to say about any 
other point that does not have to do with international transportation 
of mail? 

Mr. Hinsnaw. I think that I have pretty well covered, in a sketchy 
way, at least, the ideas that I have in mind, and I would be very happy 
to go into further details on them with either you or anybody else, 
which you may appoint, because, after all, this cannot be stated in 
an hour or an hour and a half. It is a great, big problem. 
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The CuarrMan. Of course, that is true. 

You have made one of the most interesting witnesses that this com- 
mittee has ever had before it. We had 68 days of hearings more than 
a year ago on this subject and now we are starting out again and of 
all those witnesses you have made a very interesting presentation. 
So we appreciate your coming over here, Congressman. 

Mr. Hrnsuaw. Thank you very much, Mr. Chairman. 

My main reason for coming over here is because in all probability 
our committee will be going through similar studies as yours when you 
get through with it. We have done some of it heretofore, and | 
thought it would be at least in part unfair to your committee for me 
to express views solely within my own committee on a subject which 
I thought you ought to have in your consideration of it, so that per- 
haps we could at least understand each other when we get to talking 
in a conference. 

The CuarrMAN. We recognize that you had given long study and 
much thought to this subject, that you are more or less of an expert 
on the subject. 

Mr. Hinsuaw. I disclaim that. I do not think that there are 
experts that are alive. 

The CuarrMan. Well, that may be. Maybe you won’t fully attain 
honors until you are planted out in California somewhere, but, 
nevertheless, what I say now is casting the shadows of what is to 
follow. 

Mr. Hinsuaw. Thank you, sir. 

The CHarrMAN. So you may expect that some time in the future 
you will be acclaimed as an expert. We hope that time doesn’t arrive 
too soon, however. 

Mr. Hinsuaw. I expect that daisies will be growing by that time. 

The CHarrMaANn. Congressman Kennedy? 

We are glad to have you here, Congressman. We have a little 
difficulty. Mr. Rentzel is here. Mr. Rentzel has another appoint- 
ment very soon. We have it all scheduled to have an executive ses- 
sion with Mr. Rentzel. We, of course would be very happy to have 
you with us at the executive session, because I know you are very much 
interested in this subject, too, and we would like to have you par- 
ticipate in the executive session, Would you object to having Mr. 
Rentzel go ahead with that executive session now? 

Mr. Kennepy. Not at all. 

The CHarrMan. We will clear the room now and only those who 
are entitled to stay in executive session will remain. 

(At this point the committee retired into executive session, after 
which the following occurred in open session.) 


STATEMENT OF HON. JOHN F. KENNEDY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Kennepy. If it is agreeable to you, in order to save time, | 
would like to put my statement in the record and only discuss the 
most critical parts of the bill. If that is agreeable with you, I will 
do it that way. 

The CuarrMan. That would be fine. 

Senator Brewster. Have you copies? 

Mr. Kennepy. I am sorry, I have only one copy, Senator. 
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Mr. Chairman, I appreciate very much the opportunity to testify 
before the committee. 

I am in favor of the enactment of S. 436, introduced by yourself, 
which is the companion to my own bill, H. R. 508. 

I recommend against enactment of all the other bills before you 
(S. 535, S. 1657, S. 1756, and S. 1757) except that I would also favor 
S. 1137 if the four amendments outlined on the attached sheet were 
made in the bill, which amendments would make it more nearly like 
S. 436. 

There are five sections of S. 436, which are the most vital, and I 
would like to address myself to those sections. 

The first is cost standard. 

To protect the post office henceforth from having to pay more than 
mail compensation, 5. 436 states that the mail pay “shall in no event 
exceed” the reasonable and necessary cost to the airline of rendering 
the service, plus a fair return. I understand the Civil Aeronautics 
Board desires to amend S. 436 by substituting the words ‘based 
upon.” That amendment offered to you on June 27, 1951, by the 
Civil Aeronautics Board is certainly consistent with the language 
which they themselves proposed at the House last year, which is 
specifically set forth at the bottom of page 26 of the House hearings, 
which reads “shall in no event exceed’’—i. e., the same language as 
contained in S. 436. It is my recommendation that there be no 
weakening of this section of the bill, because if you do weaken it the 
post office will have no protection at all and a great many other things 
besides the cost of mail service will be unloaded on the post office 
treasury under the guise of compensatory mail pay, and we will then 
be right back where we are now. 

The second point is cost allocation. 

I don’t see how any of us can determine what it costs to fly the 
mails until the airlines keep their books so that their costs for mail 
service are kept separate from their other costs. At the House last 
year the CAB admitted that this must be done, so I do not see how 
they can advocate to you ripping the cost. allocation section out of 
5.436. The present language of 5. 436 is very flexible and as a result 
of a compromise suggested by Congressman Brown last December, 
simply states.that the airline costs shall henceforth be allocated among 
“the air transportation services rendered by them.’’ That gives the 
CAB complete flexibility as to what categories to require the costs 
to be broken down into. That is a very flexible compromise, and I 
thought the Civil Aeronautics Board would be satisfied with it. My 
own preference is to go back to the language which you and I had in 
section 3 of H. R. 2908 and S. 1431 of the Eighty-first Congress, and 
expressly direct that the costs shall be broken down among the four 
categories of (1) passengers and baggage, (2) freight, (3) express, and 
(4) mail. 

The third point is the eligibility for subsidies. 

I see no logic in henceforth limiting who can apply for subsidies to 
carriers certificated to carry the mails. S. 436 would permit all 
carriers holding certificates of public convenience and necessity from 
the CAB to apply for subsidies. This would not mean, as some 
persons have erroneously suggested, that another couple of thousand 
airlines would become eligible for Government subsidies. All it 
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would mean is that the twelve-or-so airlines which have been certif:- 
cated for passenger or freight service but not for mail would be 
eligible to apply for subsidy, as well as the fifty-odd carriers which 
have been certificated for passengers, freight, and mail. 

When the problem came up in the House of changing “certificate 
air carrier” to the more restrictive term of ‘carriers holding certificates 
authorizing the transportation of mail by aircraft,” I put the problem 
to the Air Force and the Post Office Department, and this is what they 
say: 

This came in rather late, so it was not possible to include it in the 
testimony before the House. Mr. McCone wired on December 11, 
1950, to me at the House of Representatives as follows: 

Your telegram December 10 on the air mail subsidy separation bill H. R. 9184 
our view is as follows: the position of the Air Force has been and still is to en- 
courage and support all legislation which will help to establish and maintain a 
healthy airline industry while the Air Force has not had an opportunity to 
review H. R. 9184 in detail it is the departments feeling that a limitation to 
exclude some types of certificated air carriers from the possibility of subsidy 
payments should the national interest so require would be contrary to the estab- 
lished policy of the Air Force. 

Joun A. McCong, 
Under Secretary of the Air Force. 

Also, a letter dated December 12, 1950, was received from Postmaster 
General Donaldson on this question, which I quote the pertinent 
section from: 

The Department should not be required to tender mail to air carriers certificated 
for purposes other than the needs of the postal service. The present language of 
H. R. 9184, page 4, line 12, ‘certificated air carriers’, would protect the Post 
Office Department from being required to tender mail and pay for services not 
actually required. 

The Civil Aeronautics Board would be required to determine whether such 
nonmail carriers were entitled to subsidy support and to pay any subsidy from 
appropriation for that purpose, without involving the Post Office Department. 

The fourth problem is the effective date. In some of these bills it 
says ‘‘as soon as practical.”’ I think a definite date should be set. 
I think it should be as soon as possible. If a certain degree of time is 
required, then I think that is certainly all right, but we ought to set 
some definite date regardless of how long it may be, on which this bill 
would go into effect. 

The CuarrMan. It almost has to be the beginning of a fiscal period. 

Mr. Kennepy. I think that is completely up to the discretion of 
the committee, but I do think we ought to set a time limit as soon as 
possible and by that date, this bill should go into effect. I think that 
is important. hh 

The CHarrMan. The Senate Appropriations Committee insists on 
that also. They want a definite date set, and they want it to be at 
the beginning of a fiscal period so that they can make their appropri- 
ations ahead, as we all understand. 

Mr. Kennepy. Yes, I certainly can understand that, Senator 
I think as long as we have a definite date, it gives us some assurance 
that the provisions of this bill will become law. 

We have heard some discussion here this morning about that. 
They ought to be brought in. It represents a large amount of mone) 
in compensation and subsidies, and that would really make the 
recommendations of the Hoover Committee effective. 
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Internationals should be brought in, although we have heard that 
our interests should be protected in doing that. 

The CuarrMAN. Secretary Sawyer yesterday suggested that the 
President felt the international carriers should be brought in and the 
separation made, but that perhaps we ought to give the international 
carriers One more year. What is your view on giving them 1 year so 
that we can use to advantage the experience we gain in making the 
separation in the domestic air lines. In other words, if we should 
make the domestic part of the separation effective on, we will say, 
July 1, 1952, that we make the international effective on July 1, 1953. 
The President suggested that it might be advantageous, so that we 
might have the experience of our domestic separation, recognizing the 
added difficulties in the international field. Would you have any 
views on that? 

Mr. Kennepy. Yes, I think the problem of separating the subsidy 
from the compensation as has been pointed out, has difficult features 
to it. I think it is equally difficult in the domestic as well as the 
international field. In a recent public statement, the CAB indicated 
they would be prepared for administrative separation on July 1952, so 
there is no reason why internationals cannot be separated on that 
same date in this bill. 

The CuHarrMAN. Do you have a further statement you want to 
make? 

Mr. Kennepy. No, that concludes it. 

The CuarrMan. All right, we will put the whole thing in the record 
and anything else that you have in addition thereto, we will put that 
in the record 

Senator Brewster, do you have any questions? 

Senator Brewster. No. I think that is very interesting. 

The Cuarrman. We do appreciate your coming’ here. “You have 
made a long study of this matter. You have a “dee ‘p interest in it 
and you have been working on these things for several years now. 
So we are glad to have you come over and make your contribution. 

We realize that we have a toughie and we want all the help we can 
get. 

Mr. Kennepy. Thank you very much. 

(The statement submitted by Mr. Kennedy is as follows:) 


STATEMENT BY THE HONORABLE JOHN F. KENNEDY, Democrat, MASSACHU- 
sETTSs, BEFORE SENATE INTERSTATE AND FoREIGN COMMERCE COMMITTEE IN 
Support or 8S. 436 ror SEPARATION OF AIRLINE SuBsipIEs From Maru Pay 


Senator Johnson, I certainly appreciate the opportunity of appearing before 
your committee. I also am very grateful for the very fine cooperation I have 
enjoyed with you ever since we first put in companion bills for air-mail subsidy 
separation at the beginning of the Eighty-first Congress. 

I am in favor of the enactment of 8. 436, introduced by yourself, which is the 
companion to my own bill, H. R. 508. 

I recommend against enactment of all the other bills before vou (S. 535, S. 1657, 
8. 1756, and 8. 1757) except that I would also favor S. 1137 if the four amendments 
outlined on the attached sheet were made in the bill, which amendments would 
make it more nearly like S. 436. 

My reasons for suggesting these strengthening amendments in S. 1137 and for 
resisting certain weakening amendments in 8. 436 are set forth below. 

First of all, let me say that we are not dealing with a trivial sum of money in 
this so-called air-mail pay. Last year President Truman estimated this sum 
totaled up to $125,000,000 a year. That is a lot of money. It is too much 
money to be spending without our knowing how much of it is subsidy and how 
much of it is payment for mail services actually rendered. 
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The closest that the CAB seems to be able to come in estimating this subsidy is 
that it is somewhere between $30,000,000 and $60,000,000 a year, at least that is 
what they told my distinguished colleague from New York, Mr. Rooney. In the 
debate on the separation bill on the floor of the House last year, I referred to a 
statement by Col. Edgar 8. Gorrell, president of the Air Transport Association, 
before the House Committee on Merchant Marine and Fisheries in 1938: 

“IT say aviation undoubtedly is not going to be a permanently subsidized 
industry * * *. The airlines are grateful for the subsidy they receive at the 
present time, but they are trying to work at the present time out of the subsidy 
class. The domestic airlines received last year a total so-called subsidy of only 
$400,000.” 

Now all the airlines receive between $30 million and $60 million a year. 

Twelve years later they have not worked out of subsidy but have gone into it 
deeper and deeper. And the Post Office has to pay not only the compensation for 
carrying the air mail but also the subsidy, between $30 million and $60 million a 
year. 

1. Cost standard.—To protect the Post Office henceforth from having to pay 
more than mail compensation, 8S. 436 states that the mail pay “‘shall in no event 
exceed”’ the reasonable and necessary cost to the airline of rendering the service, 
plus a fair return. I understand the Civil Aeronautics Board desires to amend 
5. 436 by substituting the words ‘‘based upon.”’ That amendment offered to you 
on June 27, 1951, by the Civil Aeronautics Board is certainly inconsistent with 
the language which they themselves proposed at the House last year, which is 
specifically set forth at the bottom of page 26 of the House hearings, which reads 
‘shall in no event exceed’’—i. e., the same language as contained in S. 436. It 
is my recommendation that there be no weakening of this section of the bill, 
because if you do weaken it the Post Office will have no protection at all and a 
great many other things besides the cost of mail service will be unloaded on the 
Post Office treasury under the guise of compensatory mail pay, and we will then 
be right back where we are now. 

2. Cost allocation.—I don’t see how any of us can determine what it costs to 
fly the mails until the airlines keep their books so that their costs for mail service 
are kept separate from their other costs. At the House last year the CAB ad- 
mitted that this must be done, so I do not see how they can advocate to you ripping 
the cost allocation section out of 8. 436. The present language of 8S. 436 is very 
flexible and as a result of a compromise suggested by Congressman Brown last 
December, simply states that the airline costs shall henceforth be allocated among 
“the vir transportation services rendered by them.” That gives the CAB com- 

lete tlexibility as to what categories to require the costs to be broken down into. 

hat is a very flexible compromise, and I thought the Civil Aeronautics Board 
would be satisfied with it. My own preference is to go back to the language which 
you and I had in section 3 of H. R. 2908 and S. 1431 of the Eighty-first Congress, 
and expressly direct that the costs shall be broken down among the four categories 
of (1) passengers and baggage, (2) freight, (3) express, and (4) mail. This could 
be accomplished in 8. 1137 by amendment No. 4 outlined in the attached sheet. 
I have never heard a good argument why these four categories are not sufficient, 
and I think it is extremely worth while that they be the basis for the cost allocation, 
because then we will be able to get not only the mail costs, which are needed for 
setting the mail rates, but we will also be able to see if the Government mail 
pay is being used to subsidize the passenger or the freight departments of the air- 
lines. Some people have told me that occasionally airlines operate hotels or 
other extracurricular activities which would not fit into this four-way break- 
down of costs, but I urge people who make those objections to read the language 
suggested, which refers to allocating expenditures for ‘‘the air transportation 
services rendered by them * * *”, and I do not think a hotel or restau- 
rant would be considered air-transportation service. 

3. Eligibility for subsidies.—I see no logic in henceforth limiting who can apply 
for subsidies to carriers certificated to carry the mails. 8. 436 would permit all 
carriers holding certificates of publie convenience and necessity from the CAB 
to apply for subsidies. This would not mean, as some persons have erroneously 
suggested, that another couple of thousand airlines would become eligible for 
Government subsidies. All it would mean is that the twelve-or-so airlines which 
have been certificated for passenger or freight service but not for mail would be 
eligible to apply for subsidy, as well as the fifty-odd carriers which have been 
certificated for passengers, freight, and mail. 

When the problem came up in the House of changing “‘certificated air carrier’ 
to the more restrictive term of “‘carriers holding certificates authorizing the trans- 
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portation of mail by aircraft,” I put the problem to the Air Force and the Post 


Office Department, and this is what they say: 


Wasaineton, D. C., December 11, 1950. 
Joun F. KENNEDY, 
House of Representatives, 
Room 322, House Office Building. 


Reference your telegram December 10 on the air mail subsidy separation bill 
H. R. 9184, our view is as follows: The position of the Air Force has been and 
still is to encourage and support all legislation which will help to establish and 
maintain a healthy airline industry; while the Air Force has not had an oppor- 
tunity to review H. R. 9184 in detail, it is the Department’s feeling that a limita- 
tion to exclude some types of certificated air carriers from the possibility of 
subsidy payments should the national interest so require would be contrary to 
the established policy of the Air Force. 

JOHN A, McConeg, 
Under Secretary of the Air Force. 


OFFICE OF THE PosTMASTER GENERAL, 
Washington 25, D. C., December 12, 1950. 
Hon. Joun F. KENNEDY, 
House of Representatives. 

Dear ConcrREssMAN: This is in reply to your telegram of December 10, 1950, 
concerning H. R. 9184. 

The Department should not be required to tender mail to air carriers certificated 
for purposes other than the needs of the postal service. The present language of 
H. R. 9184, page 4, line 12, ‘‘certificated air carriers,’’ would protect the Post 
Office Department from being required to tender mail and pay for services not 
actually required. 

The Civil Aeronautics Board would be required to determine whether such 
nonmail carriers were entitled to subsidy support and to pay any subsidy from 
appropriation for that purpose, without involving the Post Office Department. 

Sincerely yours, 
J. M. Dona.pson, Postmaster General. 


These communications were, incidentally, received too late to be considered 
by the House prior to final passage of H. R. 9184 on December 11, 1950, so I 
think vou should have them for your consideration. 

Since both the Air Force, for defense reasons, and the Post Office, for self- 
protective reasons, feel that ‘‘certificated air carrier’ is better than the more re- 
strictive language, I am opposed to the amendment in 8. 436 suggested to you by 
the CAB the day before yesterday, and for the same reason I propose amendment 
No. 2 in 8S. 1137. 

4. Effective date-—When you and I, Senator Johnson, put in our subsidy 
separation bills at the beginning of the Eighty-first Congress, we provided that 
they should become effective 6 months after passage. I myself had some thought 
that at the start of the new decade on January 1, 1950, the new separation system 
might be in effect, or at least at the beginning of that fiscal year, July 1, 1950. 

Since we introduced those first bills, two Post Office budgets have gone through 
the Congress heavily loaded with the concealed airline subsidies, and a third one 
isabout todoso. I hope that your committee will make a deep resolve that there 
will be no more Post Office budgets passed containing concealed subsidies for the 
commercial airlines. 

Every month that this separation reform is delayed, another $10,000,000 in 
“air-mail pay” is given out to the airlines by the Post Office, and still our con- 
stituents and our taxpayers have no idea what it is they are paying for. We owe 
it to them to clean up the situation as soon as possible. 

I believe the effective date in 8. 436 is quite feasible, and if you want to use 
S. 1137, I recommend amendment No. 3, and I believe it can be seen perfectly 
clearly that ‘‘on or before’’ is a lot more definite language than ‘‘as soon as may be 
practicable after.” 

5. Complete coverage.—While I have not seen any specific amendment proposed 
to 8. 436, I do hear there have been suggestions, that the subsidy separation for 
our international airlines be delayed. But, you and I know that people often 
think these reforms are wonderful for their competitors but not for themselves, 
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and I know that if we give special exceptions or delays or favorite treatment to 
this or that group of airlines, we will be accused of being discriminatory and we 
will be accused of scrapping a large part of this reform which the President and 
the Hoover Commission and committees on your side of the Gapitol and com- 
mittees on my side of the Capitol have consistently recommended. 

These attempts to give special treatment to the international airlines are not}!- 
ing new. At the time when H. R. 9184, which Mr. Heselton and I sponsored last 
year, came up on the floor of the House, there was put up a substitute bill to re- 
place our bill. This was H. R. 9305, which would have exempted the United 
States international airlines from the subsidy separation pending further study. 

This substitute bill, H. R. 9305 (which incidentally included a number of other 
weakening amendments which have been or doubtless will be suggested to you 
was decisively voted down on the floor of the House on December 6, 1950, by a 
standing vote of 87 to 38. 

S. 436 is a good bill and I hope your committee will report it favorably, just as 
the House committee did, and that we may get it through as quickly as possible. 


Thank you again for the opportunity of appearing at your committee, Senator 
Johnson. 


PrRoposED AMENDMENTS TO S. 1137 (Arr Marit Sursipy SEPARATION) 


Amendment No. 1.—Page 3, line 5, strike out “‘be based upon’’ and insert the 
following: “‘in no event exceed.”’ 


Amendment No. 2.—Page 4, beginning in line 10, strike out ‘‘any air carrier 
holding a certificate authorizing the transportation of mail by aircraft’ and 
insert the following: ‘‘the air carrier.” 


Page 4, beginning in line 12, strike out ‘‘such air carrier’ and insert the follow- 
. gs ; : ao 
ing: ‘“‘a certificated air carrier. 


Amendment No. 3.— Page 6, line 13, strike out ‘‘ As soon as may be practicable 
after’? and insert the following: ‘‘On or before.”’ 


Amendment No. 4.—Page 6, line 18, strike out the period and all that follows 
down through the second comma in line 20 and insert the following: ‘‘among.”’ 


Mr. Hrnsnaw. I would like to thank you for letting me sit here 
during the session in addition to presenting my own testimony. 

The CHarrmMan. We want to thank you for sitting with us and 
assisting us. 

Mr. HinsHaw. I hope you will reciprocate and come over to the 
House and listen to the testimony when it is given there. 

Senator Brewster. We will be very happy to be informed. 

(Whereupon, at 1:05 p. m. the committee recessed to reconvene at 
10 a.m. Monday, July 2, 1951.) 
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SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


MONDAY, JULY 2, 1951 


Unitrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10:45 a. m., in 
the committee room, room G-—16, United States Capitol, Senator 
Edwin C. Johnson (chairman) presiding. 

Present: Senator Johnson of Colorado (chairman). 

Also present: Edward C. Sweeney, professional staff member. 

The CHarrMAN. The hearing will please come to order. 

Due to the streetcar and bus transportation crisis in the District, 
our witnesses have been delayed. That could not be avoided, of 
course. 

Mr. Harold F. Hammond, manager, transportation and com- 
munications department, United States Chamber of Commerce, is 
our first witness. 

You may proceed. 


STATEMENT OF HAROLD F. HAMMOND, MANAGER, TRANSPORTA- 
TION AND COMMUNICATIONS DEPARTMENT, UNITED STATES 
CHAMBER OF COMMERCE, ACCOMPANIED BY B. SULLIVAN, 
SECRETARY, CIVIL AVIATION SUBCOMMITTEE, UNITED STATES 
CHAMBER OF COMMERCE 


Mr. Hammonp. Mr. Chairman, first I would like to introduce 
Mr. Sullivan, who is the assistant manager of our transportation and 
communication department and who is also the secretary to our civil 
aviation subcommittee. I have asked bim to come with me here this 
morning, to help interpret any of the policy positions of the chamber 
that you may want to ask questions about. 

I think I will read my statement. It is rather short and it will give 
us a fairly clear picture of what the chamber’s position is. 

My name is Harold F. Hammond. I am manager of the trans- 
portation and communication department of the Chamber of Com- 
merce of the United States. 

| appear before you to present the national chamber’s endorsement 
of the principle of separation of air-transport subsidies from payments 
for the carriage of air mail to domestic air carriers and to urge certain 
amendments to the various bills before you. 

The chamber’s transportation and communication committee, 
composed of 35 representatives of the various types of carriers, users 
of transportation, and representatives of the public, studied this 
subject in some detail as far back as the fall of 1949. As a result of 
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recommendations made by the committee, the membership of the 
chamber adopted the following policy statement in May 1950: 

To provide more accurate information on Federal financial aids to domest; 
air carriers, subsidies provided in the interest of the postal service, the nationa) 
security, and the commerce of the United States in connection with the transpor. 
tation of air mail should be shown separately from payments for carriage of maij| 


This policy statement was again reviewed by the committee this 
year, and it was agreed that ‘it. still properly expressed the com- 
mittee’s views. 

I should like to call your attention especially to the fact that this 
statement refers to domestic air carriers only. It was rec ognized by 
our committee that the question of a similar separation for air carriers 
in foreign air transportation involved many problems distinct from 
the domestic field, and it was agreed that it should be studied sepa- 
rately. I should like to emphasize that the chamber, while endorsing 
separation in the domestic field, does not at this time endorse sepa- 
ration in the field of foreign air transportation. 

While I shall not comment in detail on the many separate pro- 
visions of the various bills before you, I should tike to draw attention 
to a basic principle involved in one form or another in several of the 
proposals before you. That is the principle of legislative rate-making. 

The national chamber has long been on record in opposition to the 
setting of transportation rates, rate bases, or restrictive rate-making 
principles by statute, its most recent policy statement in this regard 
having been adopted in 1949, as follows 

Regulatory agencies should continue to be given full latitude to discharge their 
rate-making responsibilities in the light of all the facts before them, governed onl) 
by broad principles set forth in the statutes, and Congress should refrain from 
legislating rates, rate basis, or restrictive rate-making principles. 

In S. 1657 the actual rates to be paid for the carriage of air mail 
are fixed for a period of 3 years, with the Civil Aeronautics Board given 
authority to adjust them at succeeding 3-year intervals. S. 1657 also 
sets a base related to passenger revenues for the future. 

In S. 436 and S. 1137 the cost of rendering the service, plus a fair 
return, is rigidly fixed as the only factor to be taken into consideration 
in fixing mau-pay rates. 

In these respects, all three of these bills violate a long-standing 
policy of Congress to delegate to quasi-judicial bodies, created for the 
purpose, the determination of fair and reasonable rates, and rate 
bases set by statute are inflexible and are difficult to adjust as con- 
ditions may warrant, and that anything so vital as the fixing of com- 
pensation for transportation service requires technical knowledge 
usually found only in bodies created for that purpose. 

While we agree that stability of rates is a desirable objective, we 
believe that it can and will be achieved through the application of 
existing provisions of the Civil Aeronautics Act and the established 
procedures of the Civil Aeronautics Board. 

We should also like to point out that a “cost of service plus a fair 
return” standard is unduly restrictive. Such a standard does not 
take into consideration the value of the service rendered. 

We do not subscribe to the premise that, since the Government is 
the sole tender of air mail, value of service considerations which might 
be appropriate in the case of commercial traffic should not be applied 
where air-mail rates are concerned. 
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The transportation of air mail is one of the services offered for sale 
by the airlines. The fact that the Government must ship air mail by 
airline is not a valid reason for demanding that the airlines furnish 
such service at cost plus a fair return. Air transport has an inherent 
advantage over other methods of transport in the speed with which it 
performs its service. ‘That speed is of value to the user of the service, 
including the Post Office Department. This is evidenced by the fact 
that the Post Office Department charges twice the first-class postage 
for air mail. Under the ‘‘cost of service plus a fair return” standard, 
that value could not be taken into consideration in arriving at a fair 
and reasonable mail-pay rate. We believe that the Civil Aeronautics 
Board should be left free to determine what is a fair and reasonable 
mail-pay rate in the light of all the facts before them. 

In summary, therefore: 

1. We strongly endorse the principle of separation of subsidy from 
air-mail payments in the domestic field, but we are not prepared to 
say at this time that the subsidy-separation principle should be ap- 
plied to international air transportation; 

2. We urge that the Congress adhere to its long-standing policy of 
delegating its rate-making powers to bodies created for that purpose 
and not attempt to set mail-pay rates or rate bases by statute and; 

3. We urge that the Civil Aeronautics Board be permitted to 
complete its normal procedure for determining mail-pay rates, with 
congressional direction to identify separately the subsidy element, 
if any. 

In conclusion, I should like again to draw your attention to the fact 
that the national chamber maintains a standing transportation and 
communication committee composed of outstanding transportation 
executives, shippers, and others interested in national transportation 
matters. This committee stands ready to be of service and assistance 
to your committee and its staff in any way it can. We hope that if 
you wish further clarification of the views I have expressed this morn- 
ing, or assistance from our committee in any other way, you will 
call upon us. 

May I say further, Mr. Chairman, that we have not had an oppor- 
tunity to place your most recent bill, or the several bills that have 
been introduced recently, before our committee. Our new member- 
ship committee is just being completed and will start functioning again 
about September 1, and at that time we plan to place this matter 
before the committee, if it is still under consideration by your com- 
mittee at that time, to get any further views that the individual 
members of the committee may express. 

What we have given here this morning is based upon the position 
the committee has taken in the past and the chamber membership 
as a whole and is the staff’s interpretation of the policy positions 
taken by the chamber pointing out particularly, of course, the policies 
as they relate to several of the more important features of the several 
bills. 

The Cuarrman. Of course we are very happy to have you appear. 
Does Mr. Sullivan have anything to add to your statement at this 
time? 

Mr. Suttivan. No; unless there is some question that you would 
like to ask. 
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The CuarrMan. I have no question. I think you have made your 
position clear. However, I want to call your attention to this: The 
President of the United States, the Bureau of the Budget, the com- 
mittees of Congress and, especially, the Appropriations Committee 
and the Post Office Committees, have been pleading with the CAB 
to separate the transportation of mail from the other payments that 
are made to the airlines. All they come up with, and the only answer 
that has been given is that, “Well, we are not ready to do it now. 
We cannot do it now. We have to have more money.”’ One time they 
asked for $300,000 to make a survey. At another time $600,000. 
And only just recently they have come in and asked for something 
more than $100,000 to make a study of this whole question. 

This committee, charged with the responsibility of getting this job 
done, has reached the point where we are completely discouraged 
with the CAB, where we have completely lost hope that they wiil ever 
find time, or have all of the facts assembled which will make it possible 
for them to make this separation. 

This problem has been dilly-dallying along now, as I say, for years, 
and even at this late date, right now, we have no assurance from the 
CAB that they are ready to take this step. 

So in my opinion, at least, and I speak only as one member of this 
committee, I think the only way we are going to get the separation 
started is for the Congress to take the initial step. 

I agree with you completely that rate making is beyond the Con- 
gress, and we ought not to engage in such an enterprise, but Congress 
found it necessary to take the initial step in the rate making for rail- 
roads and then turned it over to the ICC, and the ICC took it from 
there. 

This committee is ready to make the separation right today. We 
have plenty of facts before us upon which we can base an equitable 
and not only equitable but a generous, so far as the airlines are con- 
cerned, rate for carrying the mail, and we are ready to make that 
separation. 

We are men of long patience up here on the Hill, but that patience 
has long run out, so far as having this matter settled by the CAB. 
And that is the reason, and that is the only reason, that this committee 
has written into law an initial separation. 

We believe that the CAB should carry the load and carry the bur- 
den after the initial start has been made, but so far as I am concerned 
I do not believe that the CAB would ever separate mail pay from the 
other moneys that are paid to the airline industry. 

I just do not believe that they would ever do it. 

Mr. Hammonp. It would be most unfortunate if that was the case 
because we certainly believe that the separation should be made. 

We would like to see it come about at the earliest possible date, 
but we do find it difficult and impossible to subscribe to the principle 
of having Congress go into the rate-making business. 

The Cuarrman. Yes. Congress has never assumed that responsi- 
bility. We know that that is a job for technicians. However, unless 
Congress takes a step, no steps will ever be taken, in my opinion. 

I want to call your attention to a letter. I will not read the letter; 
it is rather long. It is dated May 7, 1951, and signed by D. W. 
Rentzel, who was Chairman of the Board at that time, and who is 
now Under Secretary of Commerce for Transportation. I want to 
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make this letter a part of the record and it will be since there is no 
objection to that being done. I do want to read this paragraph to 
show you the dilly-dallying after all of these years of suggestions and 
urging on the part of Congress and on the part of the President of 
the United States and on the part of his Budget Division and the 
Department of Commerce, also, and everybody else in Government. 
And this is what Mr. Rentzel comes up with: 


In planning its general program, the Board has contemplated approaching the 
problem on an interim basis by developing a separation for budgetary purposes 
by use of administrative procedures rather than formal rate proceedings. It was 
felt that an opportunity to deal with the problem for purposes of developing 
budgetary separations on a purely administrative basis would provide a laboratory 
of experience in which to develop reasonably firm methods of costing the mail 
and the construction of generalized formulas which would be later offered as a 
basis of formal separation. Often less confusion develops in the administrative 
procedures than from the contested mail-rate proceedings before the Board, 
particularly when new ground is being broken and new areas are being explored 
for purposes of establishing rates and cosé principles in support of such rates. 

Once sound conclusions had been reached, the evidence could be presented in 
formal proceedings on a basis of the carrier grouping that was found to be appro- 
priate in terms of the rate formulas developed with a view of formalizing the rates 
as determined by administrative procedures. 


(The letter dated May 7, 1951, is as follows:) 


Civit AERONAUTICS Boarp, 
Washington, May 7, 1951. 
Hon. Epwin C. JoHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR JoHNsSON: In accordance with our earlier discussion, I am writing 
you in some detail regarding the general program of the Board in respect to the 
problem of accomplishing separation of subsidy and service mail pay for domestic 
air.carriers. In view of the fact that the subject of separation in the inter- 
national field is under consideration by the Air Coordinating Committee in 
response to a previous letter from you, I am confining my comments at the 
present time entirely to the domestic field. 

The Board has, in fact, given a great deal of thought to the development of 
a general program for the separation of service and subsidy mail pay for domestic 
air carriers and has had extensive discussions in respect to this problem with the 
staff. However, in order to properly understand the nature of the problem, it is 
necessary that it be reviewed in terms of the perspective from which it essentially 
had to be approached by the Board under the Civil Aeronautics Act. 

The Civil Aeronautics Act provides a program for public assistance to civil air 
transportation with a view to providing for its development to the extent required 
for the commerce of the United States, the postal service, and the national 
defense. In approaching its responsibilities under the act, the Board has con- 
sidered that the first requirement was to accomplish this development of the 
industry at the minimum cost to the public. While such an approach does not in 
fact separate subsidy from service mail pay, it does accomplish the maximum 
reduction in the subsidy mail pay. Hence, one of the objectives of the Board 
was to move carriers as rapidly as conditions would permit toward self-sufficiency, 
that is, the ability to perform the services for which they were certificated without 
financial assistance from the Government over and above the reasonable compen- 
sation for the transportation of the mail. In accordance with this objective, 
the four largest carriers of the industry were placed on service mail rates beginning 
with the year 1942 which was followed during the war years by the establishing 
of service mail rates for several other domestic carriers. The four largest carriers 
continued on a service rate until January 1, 1948, when temporary rate orders 
were made effective in response to petitions by the carriers and the accumulation 
of financial reverses of the industry which increased substantially the rates paid 
and provided later for substantial subsidy payments to three of these four largest 
carriers, Since that time, a large part of the Board staff has been concentrated 
on the problem of establishing new service rates for these carriers. 

In the proceedings for the establishment of the Big Four service rates, detailed 
cost procedures have been developed for determining a basis for costing the 
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mail service. At the present time, a very substantial diversity of opinion exisis 
between the presentations made by the carriers and the presentations made by 
the Board’s staff. The differences between these approaches must necessarily be 
resolved as a part of the process of deciding the Big Four mail rate cases. Irre- 
spective, however, of the decision which ultimately is made, the development of 
techniques and the understanding which has resulted from these cost analyses 
as to the general behavior of costs in airline operations will make substantial 
contributions to the effort which later must be made in developing separate service 
mail rates for the subsidy rate carriers. 

With the conclusion of the Big Four mail rate cases, the Board will have estab- 
lished service mail rates which do not contain elements of subsidy and, con- 
sequently, will have eliminated subsidy from the mail payments to these carriers. 
The problems of eliminating subsidy through the process of establishing reason- 
able service rates necessarily is not greatly dissimilar from the process of separating 
subsidy from the service mail pay of carriers which still require financial assistance 
from the Government. But what is more important, this elimination of subsidy 
results in immediate savings to the Government. Hence, the knowledge which is 
developed in the process of establishing rates for service rate carriers essentially 
will be valuable and can be put to good use in the later effort of making separation 
between subsidy and service mail pay for the other domestic carriers. The body 
of facts developed in these cases is a matter of public record and, I understand, 
has been made available to members of the staff of your committee. 

In addition to the Big Four work which has been done in the proceedings for 
establishing final rates in these cases, substantial exploration has been made of 
methods for approaching separation in the cases of need rate carriers. Evalua- 
tion, for example, has been made of the use of space formulas which would allocate 
certain amounts of space to the cargo and passenger compartments of aircraft. 
Explorations have also been made of various statistical approaches to analyzing 
cost behavior in terms of similar characteristics for different carriers with a view 
of grouping carriers, or of determining a mail rate formula which reasonably 
might be applicable to broad segments, or possibly the entire domestic trunk line 
industry. In approaching these problems, it has been definitely determined that 
one body of costs may be grouped around the aircraft operations of the carrier 
which deal with the movement of traffic from one point to another, in the actual 
performance of transport service, while another body of costs must be grouped 
around the ground servicing of the traffic at the points at which enplaned and 
deplaned. Since the costs related to ground handling are more responsive to the 
tonnage handled than the distance carried, the total rate for transporting traffic 
necessarily varies inversely to the length of haul of the traffic, and consequently, 
length of haul becomes an important characteristic in the determination of cost 
behavior for purposes of developing an equitable formula which could be applied 
to a large group of carriers. Another factor that is important in cost behavior is 
the density of traffic which largely determines the frequency of flights and the load 
factor that reasonably can be attained on any given route segment or carrier 
system. The size of the carrier also is an important factor because as size decreases 
there develops greater fixed costs in proportion to the total so that the fixed 
element of cost becomes an increasingly important element in the rate that must 
be established. 

Experimentation and exploration have been made with various costs in relation 
to the different types of carriers with a view of determining a method of inte- 
grating these inherent characteristics into a broad formula for purposes of 
determining a service rate which would be reasonable for large groups of carriers 
in terms of the attainable costs of performing the service. It was for the purpose 
of continuing this work and of developing sufficient data to test check and prove 
the impact on cost of various elements of the carriers’ operation that the Board 
had earlier requested a deficiency appropriation. The program contemplated 
by this project was one of developing the procedures and facts for actual separation 
rather than a general study of how it should be done. To date, the work has 
essentially been confined largely to planning methods of developing and studying 
costs since the limitations in staff have not made it possible to develop the evi- 
dentiary proof to substantiate the validity of conclusions that must be reached 
before valid service rates can be determined. 

In planning its general program, the Board had contemplated approaching the 
problem on an interim basis by developing a separation for budgetary purposes 
by use of administrative procedures rather than formal rate proceedings. It was 
felt that an opportunity to deal with the problem for purposes of developing 
budgetary separation on a purely administrative basis would provide a laboratory 
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of experience in which to develop reasonably firm methods of costing the mail 
and the construction of generalized formulas which would be later offered as a 
basis for formal separation. Often less confusion develops in the administrative 

rocedures than from the contested mail rate proceedings before the Board, 
particularly when new ground is being broken and new areas are being explored 
for purposes of establishing rates and cost principles in support of such rates. 
Once sound conclusions had been reached, the evidence could be presented in 
formal proceedings on a basis of the carrier grouping that was found to be appro- 
priate in terms of the rate formulas developed with a view oi formalizing the rates 
as determined by administrative procedures. 

It was felt by the Board that progress along this line could be made more rapidly 
and with less staff provision than would be possible if formal separation were 
required on short notice at the outset. During the present period of great scarcity 
in manpower, this approach would seem even more important than would have 
been true had the emergency not developed. It is, however, the opinion of the 
Board that formal separation cannot be immediately accomplished without sub- 
stantial addition to the Board’s staff since the finalization of rates through formal 
proceedings would require the initiation of rate cases with all the carriers and the 
establishment of two separate rates in each of the need rate cases; one for subsidy 
and one for the service mail pay. 

These suggestions are presented solely with a view of reflecting not merely the 
kind of planning and programing which the Board has followed, but also the 
step-by-step procedures by which it has arrived at the various conclusions. The 
Board, of course, has necessarily been confronted with the necessity of attempting 
to tailor its total job in a fashion to accomplish the maximum public interest 
with the staff available to it. The interim step of administrative separation was 
decided upon solely because of the staff restriction and in the belief that faster 
progress toward ultimate separation could be accomplished by taking this interim 
step. 

This does not mean that the Board does not favor the early accomplishment of 
formal separation and the establishment of individual service rates for each of 
the various air carriers in domestic service. That is, in fact, the objective of the 
Board and it is the belief that this objective should be attained as early as con- 
ditions reasonably will permit. However, the regulatory program of the Board 
should not be unduly interrupted with the inevitable consequent confusion such 
disruption would cause in the industry in order to accomplish formal separation 
at such an early date as to monopolize the Board and its staff to the detriment 
of other urgent regulatory responsibilities. 

As previously indicated, the Board has made substantial progress toward the 
development of subsidy separation in connection with its staff work in the Big 
Four case as well as in the development of specific formulas previously referred 
to. However, I am sure you will agree that the actual detailed working out and 
pronouncement of separation as to individual carriers requires intensive and 
capable efforts to the end that both the public interest and the interest of the 
carriers may be served. This will require detailed analysis and calculations 
which the Board will be hard-pressed to provide in view of the present workload 
of the staff. For this reason, the Board felt that some additional staffing would 
be necessary in order to expedite the early administrative separation previously 
referred to. 

I want to assure vou of the Board’s continuing interest in the subsidy separation 
problem and its desire to see the compensatory and subsidy elements of mail pay 
of our carriers identified as soon as is practicable. The Board is well prepared 
with basic data as soon as legislation is passed to complete the separation work 
particularly on the domestic trunk line system. 

I am sure I do not have to repeat, the Board and its staff will work closely with 
you and the committee on necessary legislation. 

Sincerely yours, 
D. W. RENTzZEL, Chairman. 


The CHarrMan. So far as rate making by the CAB and getting this 
job is concerned, in my opinion, the watchword of the CAB is that 
Spanish word, ‘‘mafana’’—‘‘mafhana’’—always ‘‘mafiana.’’ Always, 
the tomorrow that never comes. 

So what is Congress to do? 

We have pleaded with them. We have begged them. We have 
given them money. We have given them employees. 
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We have done everything that we know how to do, and yet we are 
not closer, so far as the CAB is concerned as to a separation of mail 
compensation from the subsidies which the airlines are entitled to have 
than we were many years ago, that is, in my opinion. 

Mr. Sutuitvan. We believe that the Congress should direct the 
Civil Aeronautics Board to make a separation,and give them 4 
date by which it must be made, but not do attempt to set the rates 
initially or to fix a rate base that would rigidly require them to adhere 
to them. 

The CuarrMaANn. Some of the bills had a deadline date. We have six 
bills before us. And as I say, they did have a deadline. 

What do you think happened? The CAB came up here and said, 
“Oh, we cannot do it in that time. Oh, that date is too close.” 

If you would set a date 1,000 years from today the CAB would be 
back saying, “Oh, do not crowd us that way. Give us time. This is 
very difficult, this is a very serious matter. We must have more 
time.” . 

There is nothing so difficult about it. We know what the airlines 
are being paid to carry passengers. We know that that is profitable, 
and we know that has been worked out. 

We have air carriers who come in here who have had experience 
in carrying passengers and freight and cargo. We have these folks 
coming in begging us to give a contract of 25 cents a ton-mile, plus 
5 cents because of the extra care that mail should have, and they 
have told us that they will make plenty of money handling the job. 
We have that. That is in the record. So it is not such a difficult 
matter as all that. 

We have down there at the CAB $175 million in back pay where 
the CAB is in dispute with the carriers over mail that they have 
carried on the work that has been done for past years. And it is 
not settled, not being settled. It just goes on and on and on, like 
the babbling brook. 

A carrier carrying the mail is entitled to his pay. He should get 
it. It should not be piled up down there the way it has been for 
years and years. 

I regret that it seems necessary to me that the Congress establish 
an initial rate, but I see no other way out. 

I do agree with witnesses, however, that even though Congress 
does establish a fixed rate that there be relief from that fixed rate in 
case of an injustice that might be imposed because every airline is 
different. 

Mr. Hammonp. Prior to your 3-year period. 

The CuarrmMan. Well, during the 3-year period. 

Mr. Hammonp. That is what I mean. 

The CuarrmMan. We have in mind setting up categories. I think 
there is a good basis for having different categories for carrying the 
mail. I think it costs some carriers a great deal more for carrying 
the mail than it does others. The volume, the distance carried, all 
of that sort of thing enteres into it, the size of the planes, the size 
of the communities served. 

Certainly, they all have their effect on the cost. 

It seems to me that if this committee would set up a base rate and 
then, perhaps, have three or four other categories, fixed rates, and 
give the CAB full power to move carriers from one base to another, 
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that in that way no one would be hurt, all of the rates would be 
generous, and they should be generous because it is a very wonderful 
thing to have mail delivered way out in the country in just a few hours’ 
time from the metropolitan centers of the Nation—I say, it is a very 
wonderful thing. And coming from a State 2,000 miles away, such as 
Colorado, I appreciate the wonderful service that the people of 
Colorado receive and that the people who have business relations 
with the people of Colorado enjoy in this wonderful transportation 
of mail that is available to us. 

We have some carriers with only one-engine planes—very few, 
thank goodness—but we do have a few, and then we have the small 
planes that cannot carry very big passenger loads that are serving 
communities. 

It was suggested here the other day that such a carrier ought to 
have maybe three times the base rate of the big carrier. 

We have other carriers, perhaps, that ought to receive twice, and 
other carriers once and a half, and other carriers once and a quarter 
the base rate. We could set up those categories and those fixed rates, 
and then let the CAB move the carrier in or out of them as the 
case may be in order that all may be in there in their right place and 
have the right rate applied. I think that maybe would work out for 
a time, and we could get this started. 

If we do not get it started, if Congress does not start it, in my 
opinion, it will never start. 

Mr. Hammonp. Well, we certainly would like to see it get started. 
We would be hopeful that if you were to place a deadline on CAB 
that they would live up to that deadline and produce rates, possibly 
not too much different than some of those you have been proposing, 
but we do feel that the CAB was given a responsibility, and as long 
as CAB is kept in existence that they should discharge that responsi- 
bility. 

Have they had a definite deadline placed on them that everyone 
has recognized as the date that they should produce something? 

The CHarrMan. In these bills there are deadlines. 

Mr. Hammonp. I have noticed that in the bills. 

The CHarrMan. No bill has been enacted yet. 

Mr. Hammonp. That is correct. 

The CuHarrmMan. And that has been due largely because of the lack 
of cooperation in this enterprise by the CAB. 

Mr. Hammonp. I wanted to add, Mr. Chairman, that I believe I 
failed to mention the addendum that is at the end of my statement 
which describes the chamber of commerce. 

I did not bother to read that. I think you are pretty well acquaint- 
ed with the chamber’s operation and membership, anyway. 

The CuHarrMan. Yes. We will make that a part of the record. 

(The addendum is as follows:) 


ADDENDUM 


The Chamber of ‘Commerce of the United States is a national federation of 
3,243 trade associations and local chambers of commerce, which, in turn, repre- 
sent 1,350,000 individual businessmen. Because the chamber in membership 
and direct interests embraces every important activity in our economy, and, 
through its membership—small businesses as well as large—it presents the opinion 
of a cross-section of our entire economy. Thus it is that policies of the chamber 
do not represent the views Of some special group or particular interest, but are 

7 
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drawn from the diverse interests of the country as a whole and are voted by its 
membership. 

Since the Chamber of Commerce is a democratic organization, and since its 
membership encompasses the widest range of interests, the members retain every 
right to express themselves as individuals. 

Mr. Hammonp. I would like very much if you were going to be 
available around the first week of September when we are planning 
to have our next meeting of the committee to express some of the 
views to the committee that you have expressed to me here this 
morning and get their reaction to them. There will be 35 members 
of the committee. 

We have 5 representatives on there for the airlines, 5 for the rail- 
roads, 5 for the highway and 5 for water, and so on, and it ends up 
with the public and the shippers. 

I would like to have those members, both collectively and indi- 
vidually, express their views to you. I am sure they would be most 
interested in hearing your remarks about it. 

The Caairman. I will be very glad to meet with them if they meet 
in Washington. 

Mr. Hammonp. Yes, they will. 

The CHarrMan. I cannot predict where I will be in September. 
I hope that I may be 2,000 miles away from Washington, but if it 
should happen that that wish is not to be gratified and I am here and 
available, I will consider it a privilege and an honor to appear before 
your group and discuss the matter across the table with them. 

Mr. Hammonp. Thank you. 

The CuarrMAN. There is always a great deal of good that can come 
from any kind of a conference. Many heads are better than one. 
And that is the strength of a democracy, to confer with one another. 

Mr. Hammonp. I will keep your office advised of when the meeting 
is to be held. 

The CuHarrmMan. Thank you for your appearance here and your 
desire to be of assistance to us. 

At this point I want to insert in the record the computed com- 
pensatory mail-pay for United States domestic airlines for the calendar 
years 1949 and 1950, based on provisions of Senate bill S. 1657. And 
there being no objection, that will be made a part of the record. 

(The tabulation is as follows:) 
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Computed compensatory mail pay for United States domestic airlines for calen- 
dar year 1949 based on provisions of 8S. 1657, 82d Cong., 1st sess., as introduced 
June 12,1951 


Aver- 

Pro- age 
| wes | posed 2 — Proposed 4 Actual! | Difference, 
i it oe rate | load, | compensa- al , | actual less 
Domestic airlines | . ar per pounds om mail mail Pay | compensa- 

. on-miles ton- | (if less pay received tory 
mile | than 
| 100) 


} 


Big Four Trunk Airlines: 
American. ---. . ee , 885, 757 
Eastern , B85, 959 
Transcontinental & Western . 786, 206 
United = ' , 386, 738 


> > 
bo BO bo bo 


Total, Big Four.................| 32, 944, 660 


Other trunk and regional airlines: 
Braniff - : , 072, 642 
Capital 7 , 066, 534 
Chicago & Southern. 520, 462 
Colonial 100, 194 
Continental : 208, 231 
Delta : 900, 582 
Inland 117, 232 
Mid-Continent - een 313, 465 
National 541, 060 
Northeast ‘ : ; 98, 200 
Northwest es es 2, 541, 263 
Western. -_. : dee 449, 663 


Total, other trunk and regional 7, 929, 528 
Total, all trunk and regional 


Local service airlines: 
All American, Mar. 7 to Dec. 

31, 1949__ _- | 5, 6f . 30. 70, , 947, 428 
Bonanza, Dec. 19 to Dec. ‘31, 1949 258 ‘ 1. 6 i: 407 
Central 3, 97: : 23. § , 195 72, 346 
Challenger. : 3. 5R5 
Empire ee 20, d 38. 6 44, 5 55, 369 
Se i SaceuounWed 2, 27: ; 28. 3, 72: 99, 657 
Monarch _--. 3 w | 25, 65 ; 29. 5 73, , 121, 600 
Piedmont . : , BRO 
Pioneer... _- 5 : 85, “a , 357 , 676, 251 
Robinson i { ‘ S58 
Southern, June 10 to Dec. 31. 1949 , 49: “a 5. 34, 443 42. 103 
Southwest ‘ ; as 51, 136 .f 55. ‘ 77, 833 , 249, 992 
Trans-Texas 59, 143 | : 7. 5, , 504, 510 , 398 
Turner, Nov. 12 to Dee. 31, 1949 | : ; 3.6 | , 48 21, 151 19, 
West Coast ie , 867 | J i , 036 182 681, 
E. W. Wiggins.. Est stscs 515 | i .8 | 2, 926 25, 093 22 


Wisconsin Central 20, 5f af 36. , 398 , 036, 113 988, 


Total-local service , 573 |- 90, 6 3, 072, 025 2, 181, ; 


Helicopter airlines: | 
Helicopter air service 3, 42: 84) 94.6 3, 8, 369 95, 32 
Los Angeles Air Service 2, 31: 8 35, 543 23, 739 388, 196 


Total, helicopter airlines 5, 7% 38, 522, 108 483, 524 


Total, all domestic | 41, 330, 499 |. 20, 262, 653 | 61,036 876 40, 774, 3 223 


Hawaiian Airlines, Ltd.-......------ 70, 219 . 63 3. 6 56, 27 37, 259 (19, 012) 


Total, all domestic and Hawaiian_| 41, 400, 718 cate 20, 318,924 | 61,074,135 | 40,755, 211 


! As reported for 1949 in 1950 Year End CAB recurrent reports, actual mail pay received includes retro- 
active adjustments till December 31, 1950, plus some in early 1951, as shown on printed recurrent reports 

? Classification of carriers made by direction, rate based on provisions of Senate bill S-1657 

+ Excludes AAA’s pickup operations; figures for AAA as computed in Ernst & Ernst Report: ‘Report 
on Survey—’’, April 9, 1951, for Senate Interstate and Foreign Commerce Committee. 

* Mail pay is based on 100 pounds minimum, using yearly average, where average load is less t 
pounds. 


Prepared by: Aircraft Consulting Service, Washington 1, D. C., June 11, 1951. 
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Computed compensatory mail pay for United States domestic airlines for calendar 
year 1950, based on provisions of Senate bill, S. 1657, 82d Cong., 1st sess., as 
introduced June 12, 1951 


| Average > = a ‘a 
United | Proposed} mail io Bespuaet Actual perenne: 
Domestic airlines States | rate per | (pounds) | {}) I a e mail pay | tual, less 

mail! |ton-mile’) ifless | “"Y ™3" | received ! | — 
| than 100} Pay ory 


Atlantic: | Ton-miles | | | 
American Airlines, Inc.........| 10,098, 259 ; | $4, 241, 269 | $6,316,510 | $2,075, 241 
Eastern cae 5,011, 147 | & 2, 104, 682 3, 372, 003 1, 267, 321 
Transcontinental & Western.- -| 9,120,395 | i | 3, 830, 566 5, 853, 250 2, 022, 684 
United * 12, 439, 582 4 | §, 224, on 7, 341, 611 2, 116, 987 


\- } a —-—-———_—- - 


Total, Big Four | 36, 669, 383 pases kin Bots “15, 401, 41 22, 883, 374 4, 482, 2355 





Other trunk and regional airlines: | | 

Braniff | 1,308, 480 . 6 824, 342 2, 193, 718 1, 369, 376 
i = 1, 532, 246 . 6 965, 315 3, 816,875 | 2,851, 560 
Chicago & Southern _ 608, 040 - 6 383,065 | 1,747,319 | 1,364, 254 
Colonial | 94, 717 ° 5. 6 140, 586 1, 143, 486 1, 002, 900 
Continental 205, 955 ; .6 244, 971 1, 729, 246 1, 484, 275 
Delta , | 1, 251,003 oP Dido ; 788, 132 1, 770, 066 981, 934 
Inland ‘ ; . 134, 683 é ; 125, 126 715, 612 590, 486 
Mid-Continent 330, 270 ‘ , 346, 784 1, 658, 713 1, 311, 929 
a os a 636, 988 Py es F 401, 302 1, 747, 961 1, 346, 659 
Northeast__- 121, 244 .8 :. 175, 581 1, 519, 268 1, 343, 687 
Northwest | 2, 578, 253 . O wales EY 1, 624, 299 4, 404, 872 2, 780, 573 
Western 843, 491 | . & 531, 399 1, 374, 419 843, 020 











Total, other trunk and re- 
gional 45, -| 6,550, 902 | 23,821,555 | 17, 270, 653 





Total, all trunk and regional “46, 314, 753 | . | _) * 952, 043 | | 46, 46, 704, 929 | 24, 752, 886 





Local service airlines: } 
All American 43, 189 s 101. 327 1, 566, 808 1, 465, 481 
Bonanza 5, 362 ; 36, 325 516, 572 480, 247 
Central.-_-_- 16, 344 | ‘ 71, 501 623, 163 551, 562 
Empire 21, 450 ; 47, 928 603, 186 555, 258 
Frontier i ‘ é 73, 965 | ‘ . 155,328 | 2,204,321 2, 048, 993 
Lake C entral_- | 5, 834 .8 7.8 27, 534 | 409, 067 381, 533 
Mid-Continent __- 4, 692 | 8 5. 8, 422 | 84, 148 75, 726 
Mid-West. _._..- ae 17, 656 | , | 25.0 | 59, 324 541, 553 482, 220 
Ozark __. dened | 4, 197 8 5.0 | 7, 663 | 105, 794 9&8, 131 
Piedmont. 51, 835 8 : | 143,206 | 1,478,885 | 1,335,679 

i 99, 334 | . 84 | 53.6 | 155,701 | 1,278,198 1, 122, 497 
23, 409 ‘ 5. 42, 750 391, 073 348, 323 

Southern 48, 771 < 3.6 76, 446 1, 206, 271 1, 129, 825 
Southwest ‘ 46, 406 | : 3. 73, 557 943, 888 870, 331 
Trans-Texas - _-..-- ; 53, 640 ‘ ‘ ; 115, 529 1, 603, 048 1, 487, 519 
West Coast 7, 360 8 29, 160 685, 538 656, 378 
Ww iggins ined 1,719 ; 18, 514 229, 000 210, 486 
Wisconsin C entral__ 40, 555 : Ss 58, 934 1, 355, 247 1, 296, 313 














Total, local service 606,718 |.....-....]. i it , 229, 149° | 15, 825, 760 M4, 596, 611 


Helicopter service: | | 
Helicopter air service | 20, 705 .8 si 17, 392 | 354, 031 
Los Angeles Airways. -.......-| : : : ee, 35, 770 | 119, 8 852 | 384, 082 





Total, helicopter 53, 288 | |. 7 162 | 791, 75 | 738, 113 





Total, all domestic | 46, 943, 759 |__. Siincinias «| "23, 234, 354 | 63, 321, 964 | 40, 087, 610 
Hawaiian Airlines, Ltd_- 54, 875 | .63 | 59, 232 | 32,733 | (26, 499) 





Total, all domestic and Ha- | | 
waiian a | 46, DENG Lavsceitencloas 23, 293, 586 | 63,354,697 | 40, 061, 111 








! From CAB recurrent reports for 1950 year-end data; actual a pay (revenue) received are the reported 
“adjusted” amounts. 
2 Classification of carriers made by direction; rates based on provisions of 8. 1657 noted. 
3 Mail pay is based on 100-pound minimum, using yearly average, where average mail load is less than 
100 pounds. 


Source: Prepared by Aircraft Consulting Service, Washington 1, D. C., June 11, 1951. 


The CuarrmMan. Mr. L. C. Burwell, Jr.. President of Resort Air- 
lines, is our next witness. 
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STATEMENT OF LEWIS C. BURWELL, JR., PRESIDENT, RESORT 
AIRLINES 


Mr. Burweui. Mr. Chairman, my name is Lewis Burwell, Jr. I 
am president of Resort Airlines. Resort Airlines is the holder of a 
temporary certificate of public convenience and necessity authorizing 
the carriage of passengers on all-expense air cruises to foreign points. 
Resort did not request and was not granted authority to carry the 
mail. 

I wish now at the outset to make quite clear our position with respect 
to “a important issues: 

We urge legislation which will accomplish mail pay-subsidy 
separation. 

While we, of course, are willing to fly the mail in time of need, 
we ae no specific authority to do so. 

3. I shall not waste the committee’s time by being a self-appointed 
adviser on technical questions of service rate composition and applica- 
tion. 

4. I will comment only on the proper use of subsidy once it has 
become legally distinct from mail pay and strive to show that it is in 
the public interest for the Congress to pass a law that is enabling rather 
than restrictive. 

On page 5 of S. 1657, subparagraph (e) (1) states: 


* * * For the purpose of maintaining and continuing the development of 


air transportation (including the introduction of new and improved types of 
commercial aircraft) to the extent and of the character and quality required for the 
national defense and the foreign and domestic commerce of the United States the 
Board is empowered, upon petition of any air carrier holding a certificate author- 
izing the transportation of mail by aircraft, and after notice and hearing, to make 
payments, out of funds appropriated for the purpose of this subsection, to such 
carrier to enable it under honest, economical, and efficient management to effect 
such purpose. 


This quite properly says not one word about the needs of the postal 
service because they are recognized and provided for in the mail-pay 
part of the bill. If the stated purpose of the bill is to separate mail 
pay and subsidy, and the stated purpose of subsidy is to maintain and 
continue the development of air transportation to the extent and of the 
character and quality required for the national defense and the foreign 
and domestic commerce of the United States, why then permit subsidy 
to be paid only to a certificated carrier holding a mail authorization? 
We believe this is an oversight because it just plain doesn’t make good 
sense this way. However, in case there should be some opposition to 
the point, other than from mail-pay airlines, I shall use the next few 
minutes to show the very compelling reasons why all certificated 
carriers should be eligible for subsidy. 

When Resort briefed its case to the CAB we urged the adoption 
of an overlay concept in air transportation. We pointed out that 
the designers of the United States air map had been guilty of rail- 
road thinking; that the railroad system, because of its huge invest- 
ment in right-of-way and its geographical disabilities must be all 
things to all men between point A and point B, and that the same 
schedule must carry the butcher, the baker, and the candlestick 
maker, plus all they produce and all they consume. Therefore, 
when the centers of commerce were linked together with an air net, 
and later an underlay system of local service carriers was cre ated 
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tying in smaller communities, the principal dividend to commerce 
was speed. The airplane was being made to do the same old things; 
only doing them much faster. 

“Remember,” we said, ‘‘the airspace doesn’t wear out, requires no 
upkeep, can’t be taxed and exists in depth. Regard the airplane as 
an instrument of utility as well as an instrument of speed. Create 
an overlay system of air transportation responsive not to geography 
but to markets; a special service for special consumers—for groups 
of vacationists touring for pleasure, for growers of perishables, for 
manufacturers wishing to ship in planeload lots. In this way you 
will not only give an assist to surface transportation; you will make 
business grow where none grew before.” 

I am sure that whether or not it was ever articulated, this was the 
underlying thinking that gave to Resort its certificate for all-expense 
tours and to all the freight lines their certificates for cargo operation— 
this, and the always compelling consideration that additional airlift 
is vital for defense needs. Cargo miles are even more important in 
wartime than in peacetime because more freight must move faster. 
Resort, the other specialist, the only certificated, unsubsidized passen- 
ger carrier is cast in a different but probably more essential role. 

The President of the United States when directing the CAB to 
issue to Resort a certificate gave as his reason the importance of this 
company to our foreign relations and our national defense. Implicit 
in these findings was the realization that as a peacetime carrier of 
tourists to the Latin-American Republics, Resort would be an effec- 
tive instrument of good neighborliness, but more important, in time 
of war Resort would not only be totally available for defense work 
but would constitute an expandable nucleous of equipment-personnel 
and know-how. This instant availability is obvious when we realize 
that Resort is strictly a “playtime” airline serving a market that 
would be nonexistent in time of war. Therefore, its complete con- 
version from peace work to war work causes no diminution of service 
to communities, to people in a hurry, to essential cargo or to the 
mobilization effort as a whole. I do not believe this is true of a single 
other certificated airline. I know of no other company that can 
divert airlift from its route system requirements to help break bottle- 
necks or handle mobilization group movements without robbing Peter 
to pay Paul. As a matter of fact, the coming of national emergency 
puts a greatly added strain on their capacity. 

To accord this conclusion that Resort is totally available and is, 
therefore, of unique value, more than academic integrity it is necessary 
to examine the wartime requirements for airlift. There are three such 
requirements. 

Military lift—to carry troops between theaters and into battle 
and to supply and resupply these troops. 

2. Civil scheduled lift—to carry domestically and internationally 
the communications burden of the industrial economy—to speedily 
move the mail, the freight, and the people. This lift includes the 
trunk lines, the local service lines and the non-mail-pay, unsubsidized 
cargo carriers—all of them point-to-point airlines. 

3. Spot lift. This is the strategic mass maneuver—the agency that 
handles the group movements that are indigestible lumps to the sched- 
uled point-to-point system. These may be military organizational 
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units, GI student detachments, or offshore farm laborers, but they 
must move as groups and they must move quickly. 

In the darkened visibility of this twilight hour between peace and 
war we see that much of this prophecy of wartime airlift requirements 
has come to pass. The trunk-line carriers even with vastly more 
ton-miles and seat-miles for sale than during World War II are ex- 
periencing ever-increasing utilization and load factors. The local 
service carriers are showing decreasing dependence on Government 
support—although in my opinion this is parasitic growth due to 
inherited trunk-line traffic overflow and will not endure under normal 
conditions. The cargo carriers, with but one exception have achieved 
sound economic position without mail pay or subsidy. Resort Air- 
lines has largely converted to its mobilization mission, is economically 
self-sufficient without mail pay or subsidy and is a large carrier of 
priority spot lift. 

There is a final group of carriers known as nonskeds or irregulars, 
some good, some bad—all of them controversial figures in the industry. 
Should members of this group be found fit, willing, and able by the 
CAB to render a transportation service of public convenience and 
necessity and given certificates, their authorized service patterns will 
bring them either into the civil scheduled lift or the spot lift and they 
should then become eligible for need subsidy. 

We must remember the original intent of Congress when it passed 
the Civil Aeronautics Act of 1938—to build and maintain an air trans- 
portation system responsive to the needs of national defense, commerce 
and the postal service. The CAB was created to weigh the pros and 
cons of proposed service and check the proposals against these three 
statutory yardsticks. That intent is still a sound one and the CAB 
is stilla sound idea. I doubt that anyone has ever felt that new service 
must be fully justified on all three counts. Nor do I think anyone will 
contest the statement that at the moment the needs of national defense 
override all other considerations. 

Resort Airlines, therefore, is no more a creature or a ward of the 
Post Office Department than it is of the Labor Department. If the 
separation of mail pay and subsidy is done in the cleanest possible 
fashion then post office should be relieved of its role of financial guard- 
ian, even for the mail-carrying airlines, and should become nothing 
more than a customer. If this is done, then it is difficult to justify 
provisions such as appear in S. 1657, for statutory service rates. 
Obviously, an across-the-board rate will contain subsidy for some 
carriers and none for others and we are pretty well back where we 
started. Would it not be sounder to use the bid approach? If 
American can carry the mail—all the mail—between New York and 
Chicago that post office requires, and wishes to do it for less than its 
competitor, then should the competitor need subsidy, it would have to 
justify the request on the grounds of national defense or commerce. 
Profits of post office, if any, under this system should then be returned 
to the taxpayers who pay the subsidies, in the form of lowered air 
postage rates. If it is necessary to give air mail service to isolated 
communities on thin traffic routes the bid will reflect the high cost of 
the service. In either event, post office will know what it is paying 
to deliver the mail and both taxpayer and the Government will know 
the reason for subsidy and its cost. 
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I hope and believe that the bill as finally passed will not restrict 
subsidy entitlement to only air carriers holding mail authorizations 
from the Post Office Department. I hope the reasons will be the 
many sound ones other than just to prevent an undue burden from 
falling upon one carrier. However, I must point out that we in 
Resort are concerned about the fact that, like ‘Lucky Strike Green, 
we've gone to war.” We are not kicking about it and we are being 
paid for what we are doing. But we can’t build our markets and our 
commercial future when 95 percent of our ships are carrying priority 
traffic. Reconversion will be tough. Airlines are great dogs in the 
manger, and they will fight us again in the foreign commissions for 
landing rights, in the airports for operating space, and in the market 
place for customers—customers that they cannot handle very well 
and really don’t want. My point is that, with subsidy, they have a 
blank check from the United States Treasury with which to finance 
their fight. If we had the same right of subsidy, they would know 
they couldn’t break us, and there would probably be less fighting. 

Before I summarize my testimony, I would like to use this, as I have 
every forum I could gain for the past 3 years, to urge the immediate 
stand-by mobilization for emergency purposes of all the odds and ends 
of air transport that lie outside the certificated airline structure. This 
is an enormous potential composed of the nonskeds and the corpora- 
tion-owned transports. At the last measurement, it represented 
enough lift to move 100,000 soldiers an average of 4 000 miles during 
the first 30 days of all-out war—if preorganized. I know that many 
— are afoot to mobilize transportation, but since these planes will 
»e used for spot lift or as back-up aircraft for point-to-point airlines 
who have sent their four-engine planes to war, and since Resort is the 
biggest going concern in domestic civil spot lift, I feel that we should 
put our shoulder to the wheel on this particular ‘subproblem: 

Summing up now, we urge that: 

1. Mail pay and subsidy be separated. 

2. That mail pay stand on its own feet and not live with subsidy any 
more once the divorce is granted—that Post Office be a customer and 
pay the bill, but no tipping. 

3. That subsidy be available, not necessarily given, as presently pro- 
vided in S. 436, any certificated air carrier—one that has proven 
through the certification process his fitness, willingness, and ability and 
the public need for his services, upon a finding by the CAB that he 
needs the money and upon certification by the Secretary of Defense 
_or the Secretary of Commerce that he is important in the national 
scheme of things and should be tided over. I’ve said nothing about 
who should be custodian of the subsidy funds but I’m intrigued with 
the idea that may be the Defense Department should request these 
funds in its budget and make the award after the CAB has certified 
the need. This would leave the basic determination of how important 
is the continued existence of the airline to defense. As far as Com- 
merce is concerned, the future value of a company to the foreign and 
domestic commerce of the United States, once Post Office and Defense 
have passed, is a pretty nebulous thing on which to base subsidy. | 
know that there will be a great hue and cry that such a law will enable 
the military to control the airlines, but maybe this isn’t so wrong if we 
think of the military as a receiver—calling the shots so long as the 
subsidy is being paid. Under this arrangement two salutary results 
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are apparent—if the military is paying the bill they will be pretty well 
convinced that the airline is valuable and secondly, they will probably 
reduce the cost of the subsidy by finding work within their own estab- 
lishment for the company to do. 

Finally, I believe that our basic position—that subsidy be available 
to all certificated carriers who can serve the interests of national 
defense—is shared by the chairman of the CAB, although his proposed 
amendment seems inconsistent, who, I understand, testified that 
service to a community should not be the only criterion for subsidy 
eligibility, but that the needs of national defense should rank high as a 
consideration. 

Thank you, Mr. Chairman, for this opportunity to record my views 
with you and your committee. 

The CuarrMan. We thank you for your hard-hitting and specific 
statement. I would like to have you tell us a little more about the 
Resort Airlines, how do they operate, where do they operate, and what 
kind of equipment do they have, and so on and so forth. 

Mr. Burwe.u. Certainly, Resort Airlines, from its inception in 1945, 
put its eve squarely on the certificate that it finally got which was a 
specialized service, not to communities but to certain segments of the 
population that wanted special service, meaning the vacation migra- 
tions which occur with predictable regularity and go to predic ‘table 
places. 

So after a aed deal of procedure, after about 3 or 3% years, the 
certificate was finally given. No subsidy, no mail pay requested. 
During the interim, while waiting for the certificate, Resort expected, 
it specialized in carrying these groups under an exemption which the 
CAB awarded from time to time for experimental purposes. The 
certificate was finally granted as a foreign certificate entirely. It has 
no domestic authority. 

After the certificate was granted the company set about trying to 
organize, finance, and after about a year’s customary mistakes, then 
the Korean situation broke. 

We had the beginning of national mobilization. So it was necessary 
to practically abandon the efforts that we had made with partial 
success to get the whole route operation in being. 

So since that time Resort has given little service to its commercial or 
peacetime mission and devoted itself, about 700 seats per day, to the 
carrying of military and other priority traffic for the Government 
account. 

Resort operates about 13 aircraft, two-engine and four-engine 
aircraft. The two-engine aircraft being leased from the Air Force, 
being C-—46’s 

The Cuarrman. How many did you say? 

Mr. Burwetu. We are operating 13 large aircraft. 

The CuarrmMan. Thirteen four-engine aircraft? 

Mr. Burwe.u. Two four-engine aircraft and 11 C-46’s, which are 
two-engine. 

The CHarrMANn. They are converted for passenger use? 

Mr. Burwe tt. All of them. We do not carry a pound of cargo for 
anyone. 

The CHarrMan. That is very interesting information. All of your 
equipment is being used in the national defense effort? 
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Mr. Burwe.u. Well, some days we use it all and other days we may 
have two or three tourist flights, but as far as setting up any large 
tourist operation is concerned, we cannot do that until this is over. 

The CuarrMan. Thank you very much. 

Mr. Burwe uu. Thank you, s 

The CuHarrMan. Do we have ae other witnesses this morning who 
want to testify? If not, we are going to recess until a week from 
today. We are recessed until Monday, July 9, at 10 o’clock. 

(Whereupon, at 11:45 a. m., the committee recessed to reconvene 
on Monday, July 9, 1951, at 10 a. m.) 
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MONDAY, JULY 9, 1951 


Unirep Srates Senate, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
C. Johnson (chairman) presiding. 

Present: Senator Johnson ef Colorado. 

Also present: Edward C. Sweeney, professional staff member. 

The CuarrMan. The hearing will please come to order. 

I have a very important letter that I want to read into the record, 
a letter which contains from my point of view, very good news. 

This is dated today, July 9, 1951, Washington, and addressed to me, 
and reads as follows: 


As I have indicated to you previously, discussions have been under way with 
the parties to the Big Four mail-rate proceeding, i. e., American Airlines, Inc.; 
Eastern Air Lines, Inc.; Trans-World Airlines, Inc.; and United Air Lines, Inc.; 
and the intervenors, Flying Tiger Line, Inc.; Slick Airways, Inc.; and the Post 
Office Department. 

As a result of these conferences, the Big Four carriers have agreed to accept a 
mail rate of 63 cents per ton-mile for the period from the institution of the pro- 
ceeding for each carrier through December 31, 1950, and from January 1, 1951, for 
the future a compensatory rate of 45 cents per ton-mile. The intervenors have 
indicated they will not object to the rate. Under the proposed program it is 
anticipated that the Board will issue a new order to show cause proposing the new 
rates and that thereafter the case can be completed very quickly. The net effect 
of this settlement will be to require the return to the Government of approximately 
$5,000,000 as of March 31, 1951, from the Big Four carriers. 

The Board has also further considered its program in connection with subsidy 
separation and in view of the President’s directive, and the interest and leadership 
of the Congress as evidenced by the activities of your committee and the House 
Committee on Interstate and Foreign Commerce, the Board will go forward as 
rapidly as possible with a separation of the compensatory and subsidy elements 
of mail pay. 

The Board proposes on or before September 30, 1951, to submit to the President 
and the Congress a special report which will be an administrative separation by the 
Board of the compensatory and subsidy elements of mail pay for all the domestic 
air carriers. This report will be in two parts. The first part will show the 
separation for the period July 1, 1951 to June 30, 1952, i. e., the fiscal year 1952 
and the second part of the report will be for the fiscal year 1953. 

On July 1, 1952, a similar special report will be submitted to the President and 
the Congress with respect to international air carriers (including territorial and 
overseas carriers) covering the fiscal vear 1953. 

Information similar to that to be contained in the special reports will thereafter 
be furnished on an annual basis to the President and the Congress. Subsidy 
determinations will be made in connection with the processing of individual 
domestic mail-rate cases going to hearing or conference after September 30, 1951, 
and for all other mail-rate cases (international, territorial, and overseas) going to 
hearing or conference after June 30, 1952. It is of course understood and should 
be recognized that the separation of subsidy in hearings and conferences after 
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September 30, 1951, and June 30, 1952, respectively, will be adjusted to be in 
conformity with such legislation as the Congress may enact. 

The Board hopes that the Congress will proceed as expeditiously as possible 
to the finalization of separation legislation to the end that the Board’s program 
may be geared to such legislation at a stage early enough to avoid any conflict be- 
tween the two. Pending such legislation, however, the Board proposes to go 
forward with its program as above indicated. 

Sincerely yours, 
DonaLp W. Nyrop, Chairman. 


You may now proceed, Mr. Tipton. 


STATEMENT OF S. G. TIPTON, GENERAL COUNSEL, ACCOMPANIED 
BY D. W. MARKHAM, ASSISTANT GENERAL COUNSEL, AIR 
TRANSPORT ASSOCIATION OF AMERICA, WASHINGTON, D. C. 


Mr. Tipron. Mr. Chairman, my name is S. G. Tipton. I am 
general counsel of the Air Transport Association of America. 

The association includes in its membership practically all of the 
certificated airlines of the United States. And I submit for the record 
a list of the airline members of the association which I request be 
inserted in the record. 

The CuarrmMan. Without objection it will be inserted in the record 
at this point. 

(The airline members of the Air Transport Association list is as 
follows: ) 


AIRLINE MEMBERS OF THE AIR TRANSPORT ASSOCIATION 


Alaska Airlines, Inc., Post Office Box 2200, Anchorage, Alaska 

All American Airways, Ine’, Washington National Airport, Washington 1, D. C. 

American Airlines, Inc., 100 Park Avenue, New York 17, N. Y. 

Bonanza Air Lines, Inc., McCarran Field, Post Office Box 391, Las Vegas, Nev. 

Braniff Airways, Inc., Love Field, Dallas 19, Tex. 

Capital Airlines, Inc., aes National ’ Airport, Washington 1, D. C. 

—e Pacific Air Lines. d., Sea Island Airport, Vancouver, AMF, B. C.. 
anada. 

Caribbean Atlantic Airlines, Inc., Post Office Box 3214, San Juan 14, P. R. 

Central Airlines, Inc., 6109 ‘Camp Bowie Boulevard, Fort Worth, Tex. 

Chicago & Southern Air Lines, Inc., Municipal Airport, Memphis 2, Tenn. 

Colonial Airlines, Inc., 230 Park Avenue, New York 17, N. 

Continental Air Lines, Inc., Stapleton Airfield, Denver 7, Cole. 

Delta Air Lines, Inc., Municip Airport, Atlanta, Ga. 

Eastern Air Lines, Inc., 10 Rockefeller Plaza, New York 20, N. Y. 

Empire Air Lines, Inc., Post Office Box 268, ‘Boise, Idaho. 

Frontier Airlines, Stapleton Field, Denver 7, Colo. 

Hawaiian Airlines, Ltd., Post Office Box 3287, Honolulu 1, T. H. 

Inland Air Lines, Tne., 6060 Avion Drive, Los Angeles 45, ‘Calif. 

Lake Central Airlines, Weir C ook Airport, Indianapolis, Ind. 

Mid-Continent Airlines, Inc., 102 East Ninth Street, Kansas C ity 6, Mo. 

National Airlines, Inc., '3240 Northwest Twenty-sev enth Avenue, Miami 37, Fla. 

Northeast Airlines, Inc., Logan International Airport, Boston 28, Mass. 

Northwest Airlines, Inc., 1885 University Avenue, St. Paul 1, Minn. 

Ozark Airlines, Inc., 408 Oliver Street, St. Louis, Mo. 

Pacific Northern Air Lines, 1626 Exchange Bldg. ., Seattle 4, Wash. 

Pan American Grace Airways, Inc., 135 East Forty-second Street, New York 17, 

Y 


a 


Pan American World Airways, Inc., 135 East Forty-second Street, New York 17, 
N. Y. 


Piedmont Airlines, Smith Reynolds Airport, Winston-Salem, N. C. 
Pioneer Air Lines, ‘Ine., Post Office Box 7065, Love Field, Dallas 9, Tex. 
Resort Airlines, Inc., Resort Field, Pinehurst, N. C. 

Robinson Airlines Corp., 121 East Seneca Street, Ithaca, N. Y. 
Southern Airways, Inc., Municipal Airport, Birmingham 6, Ala. 
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Southwest Airways Co., San Francisco Airport, South San Francisco, Cailf. 

‘Trans-Canada Air Lines, Room 422 International Aviation Building, 1080 Univer- 
sity Street, Montreal 3, Quebec, Canada. 

Trans-Pacific Airlines, Ltd., Post Office Box 2113, Honolulu 48, T. H. 

Trans-Texas Airways, Municipal Airport, Houston, Tex. 

Trans-World Airlines, 806 Connecticut Avenue, Washington 6, D. C. 

United Air Lines, 5959 South Cicero Avenue, Chicago 38, III. 

Western Air Lines, Inc., 6060 Avion Drive, Los Angeles 45, Calif. 

Wisconsin Central Airlines, Municipal Airport, Madison, Wis. 


Mr. Tipron. The airlines have, of course, a very deep and important 
interest in the legislation that is pending before this committee, and 
for that reason we appreciate greatly the efforts this committee has 
made in preparing the necessary studies on which to base the legislation. 

As you can see, Mr. Chairman, from the size of the statement 
which I present to the committee this morning we have made a 
careful examination of all of the issues which are pending with respect 
to this legislation and have attempted to state as clearly as possible 
our Views with respect to them. The statement is so lengthy, however, 
that I will not presume upon your time or the time of the committee 
to read it all verbatim. If there is no objection, I will hit the high 
spots of the testimony as contained in this statement and file the 
statement itself for the record. 


The Cuarrman. The statement will go into the record as prepared 
and you can emphasize any portion of it that you wish. 
(The prepared statement of Mr. S. G. Tipton, is as follows:) 


STaTEMENT oF S, G. Tipron, GENERAL CouNsEL, AiR TRANSPORT ASSOCIATION 
or AMERICA 


Mr. Chairman and members of the committee, my name is 8. G. Tipton. Iam 
general counsel of the Air Transport Association of America. The association 
includes in its membership practically all of the certificated airlines of the United 
States. I would like to submit for the record a list of the member airlines. 

The air transport industry has, of course, a direct and important interest in the 
legislation now being considered by the committee. Consequently, we particularly 
appreciate the careful study which has already been given by this committee and 
its staff to the problems arising out of the legislation, and the painstaking way in 
which the hearings are being conducted. We hope that we can make some con- 
tribution to the committee’s efforts. 

I have already presented the industry’s views with respect to subsidy separation 
in the international field at an executive session of this committee, held on June 26. 
I will devote no further time to that part of the subject, and will discuss only 
problems of subsidy separation in the domestic field. However, I do ask permis- 
sion to expand my remarks for the record of the executive session to which I refer. 

The airlines favor the separation of subsidy from mail compensation as far as 
domestic operations are concerned. Our testimony will relate, therefore, to the 
method by which it should be done. In considering this problem we have sought 
to develop means by which the disclosure of subsidy—the major objective of any 
of this legislation—can be accomplished with a minimum of expense and adminis- 
trative burden to both the Government and the carriers. In order to illustrate 
our ideas, we prepared a draft of a bill, which the chairman has been kind enough 
to introduce as 8. 1757. We recommend that bill for prompt approval by this 


committee. A full discussion of the advantages of 8. 1757 will be set forth a little 
later. 


Financial condition of the industry 


Before getting too deeply into the details of the various legislative proposals 
before the committee, we believe it would be useful to give a brief statement of 
the current financial condition of the industry, particularly since the legislation 
now under consideration developed in part as a result of the financial investiga- 
tion of the airlines inaugurated by this committee under Senate Resolution 50. 
We spoke before this committee on this subject in April of 1949, and reviewed in 
detail the then financial condition of the industry. At that time there was great 
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concern about the airlines because of the losses which had been suffered in 1946, 
1947, and 1948. The picture is brighter now, and we wish to complete the record 
before your committee by bringing to your attention the accomplishments of 
the industry during the past 2 years, which have reversed the economic trends 
in the industry. 

Airline traffic has increased tremendously since 1946, and particularly since 
1948. Changes have also taken place in the relative importance of the various 
classes of traffic. Revenue ton-miles performed by the domestic trunk airlines 
in the 5-year span grew from 650 million in 1946 to 951 million in 1950—a gain 
of nearly 47 percent. The greatest rise has been since these carriers completed 
the modernization of most of their fleet. Gains over each year have been: 1947 
5 percent; 1948—3 percent; 1949—14 percent; 1950—-16 percent. Revenue pas- 
senger-miles accounted for the major part of this rapid traffic growth, though the 
proportion of passenger to total traffic has declined somewhat. In 1946 the 
domestic trunks flew 5.9 billion passenger-miles, accounting for 88.2 percent of 
all of their traffic. By 1950 revenue passenger-miles had climbed to 7.8 billion- 
an increase of nearly 32 percent. However, passenger traffic currently is run- 
ning about 83 percent of the total; in 1950 it had fallen to less than 79 percent. 

Some significant changes have taken place in the relative growth of other classes 
of domestic trunk-line traffic and their relationship to total traffic. From 1946 to 
1950 mail ton-miles rose 41.6 percent, while the proportion of mail to total declined 
from 5.06 percent to 4.87 percent. The greatest growth occurred in air freight, 
which soared from 14.4 million ton-miles in 1946, or 2.2 percent of total revenue 
ton-miles, to 112.9 million in 1950, or 11.9 percent of total traffic. This record 
was made notwithstanding the impact of the carriers’ participation in the Korean 
area upon their cargo capacity. As the committee knows, about 40 of the airlines’ 
four-engine aircraft were withdrawn from service during the summer of 1950 to 
ste emergency military transportation from the west coast of the United 

tates to Japan. Many of these aircraft had previously been devoted exclusively 
to the transportation of air freight. Consequently, the ability of the airlines to 
continue the expansion of their air freight service was impaired. 

While air express experienced a 54 percent increase during the five postwar years, 
its proportion of total traffic of the airlines, expressed in ton-miles, has remained 
about the same, namely, 3.6 to 3.8 percent. The growth of this type of air traffic 
was interrupted by a decline during 1948 and 1949, following the inauguration of 
the air parcel post. However, air express again resumed its upward trend during 
the last half of 1949, and achieved an increase of 33 percent in 1950. 

Thus, by 1950 the domestic trunk airlines were achieving very substantial 
rates of growth in all forms of their traffic; and, excepting the high volumes of air 
mail attained during the years 1944-45, they were marking up new records in 
traffic volumes in each classification of traffic. 

Percentagewise, the greatest expansion in the industry has taken place in the 
local-service, or so-called feeder, airlines. Here revenue ton-miles soared from 
688,000 in 1946 to 20,305,000 in 1950—an expansion of 29.5 times. Little meaning 
can be attached to a showing of the percent to which various types of local-service 
traffic have grown because of the very small base in 1946. Yet it is significant 
that in 1946 revenue ton-miles of local-service traffic accounted for 0.01 percent 
of domestic revenue ton-miles, and by 1950 this percent had risen to 2.1. The 
progress of local airline service has been remarkable in view of its relatively high 
cost, thinness of traffic, and lack of a suitable plane for the short-hop, flexible 
service needs which are encountered. 

Revenue ton-miles of international and overseas operations expanded 133.6 
percent in the 1946-50 period. Revenue passenger-miles increased fractionally 
more than 100 percent, with all other services contributing substantial gains. 
Mail ton-miles, including United States but excluding foreign mail, grew by 
about 245 percent, air express gained slight in excess of 196 percent, and air freight 
grew rapidly from 60,000 ton-miles in 1946 to more than 16,000,000 ton-miles 
in 1950. 

A brief recapitulation of traffic trends in the entire scheduled airline industry 
indicates the important strides taken since 1948—the latest year available at 
the time of the industry’s last appearance before this committee. Complete 
industry traffic data are shown for the five postwar years. 
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SEPARATION 


Development of scheduled airline traffic, 


Domestic, trunk: 
Revenue 
(000) _ _ . : 
Mail ton-miles 
Express ton-miles 
Freight ton-miles 
Revenue ton-miles 
Domestic, feeder: 
Revenue 
(000)... Se 
Mail ton-miles 
Express ton-miles 
Freight ton-miles 
Revenue ton-miles 
Domestic, territorial: 
Revenue passenger-miles 
0c) 


Mail ton-miles._- 
Express ton-miles 
Freight ton-miles 
Revenue ton-miles 
Domestic, total: 
Revenue 
(000) 
Mail ton-miles 
Express ton-miles 
Freight ton-miles__ 
Revenue ton-miles 
International, overseas: 
Revenue passenger-miles 
(000) . _ - 
Mail ton-miles 
Express ton-miles 
Freight ton-miles._- 
Revenue ton-miles 
Scheduled airlines: 
Revenue passenger-miles 
(000) _ _ .- Soa 
Mail ton-miles_ _ . 
Express ton-miles 
Freight ton-miles_ 
Revenue ton-miles 


passenger-miles | 


passenger-miles | 
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Of major significance is the 29.7 percent increase in revenue passenger-miles 
between 1948 and 1950, in contrast to the 11.7 percent increase in the immediate 


postwar years. 


Also of importance is the 31.9 percent increase in revenue ton- 


miles between 1948 and 1950, as compared with 24.2 percent from 1946 to 1948. 
The industry has taken important strides traffiewise since 1948 and the financial 
troubles of the early postwar years. 

The same general trends observable in the growth of scheduled airline traffic 
also are to be found with respect to revenues and, while the industry is not vet out 
of the financial woods, recent results are encouraging. 
the present revenues, expenses, and earnings of the airlines as compared with the 


immediate postwar years: 


The following table shows 
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Revenues and expenses of scheduled airlines, 1946-50 


me 
}. 3 oe 1948 1949 





Revenues: 
Passenger. .........-....} 272,573,480 | 303,193,780 | 334,735,598 | 378, 113, 445 430, 098, 393 
Mail --------| 20,273,557 | 23,325, 630 47, 837, 5831 45, 031, 010 46, 311, 377 
Express | 9,185,338 | 10, 530, 410 9, 964, 039 | 8,957,243 | 12, 568, 907 
Freight wucaell 4, 084, 576 8, 357, 837 | 13, 824, 529 18, 323, 323 | 21, 697, 746 
Other | 5, 776, 090 | 7, 082 2711 | 6, 991, 189 9, 357, 524 13, 432, 191 


Domestic, trunk: | 
| 
| 


Total revenues........| 311,893,041 | 352,490,368 | 413, 352, 887 | 450,782,544 | 524, 108, 614 
Expenses | 317,121,480 | 373,390, 468 | 411,277,773 | 435,157,207 | 461, 537, 981 

Operating income - - 15, 228, 439 1 20, 900, 101 2, 075, 114 | | 24, 625, 337 62, 570, 633 
Net income after taxes______- 1 §, 626,554 | |! 20,242, 229 i ! 14, 996, 306 | | 13,378, 209 | 33, 024, 000 


Domestic, feeder: | =| 


Revenues: | 
NE. eis awd 314, 638 | 2, 280, 124 | 4, 666, 549 | 7, 362, 007 10, 302, 960 
Mail 1, 558, 614 5,957,097 | 11, 282, 490 | 14) 054, 998 | 16, 400, 176 
PNB sdccneeeccneensal 12, 954 | 43, 008 | 71, 598 | 9 230, 201 
Freight... jesaongul 54 17,171 | 76, 361 | 38, ¢ 211, 846 
J ee 44,796 | 150, 930 | 195, 512 | 271, 466 763, 619 





Total revenues ee 1, 931, 057 8, 448, 331 | ‘16, 292, 509 21, 940, | 629 27, 908, 802 
Expenses. ....- papiehiciveemiwde | 2,060,429} 9,069,305 | 15, » 923, 512 | 22,381,715 | 27,316, 744 


} 





Operating income --.....-.| 1129, 372 1 620, 974 | 368, 997° | 1 441, 086 | 592, 0: 58 
Net income after taxes ‘ 1 256, 609° ! 1, 126, 288 | 1 584, 718 1], 466, 145 12 165, 000 


Domestic, total: * 
Revenues: | | 
Passenger - - - - - | 275,593,712 | 308,575,954 | 343, 289,730 | 388, 930, 413 

Mail _ - -.-| 21,953,759 | 20,444,746 | 59,309,343 | 59,332, 993 
Express ken 9,310,240 | 10, 682,122 | 10, 169, 297 | 9, 201, 268 
Freight | ‘ 310, 055 | 8, 695, 827 | 14, 203, 098 S 785, 618 

7,244) 7,440,928 | 7,323, 915 9, 783, 554 


444, 506, 108 
62, 996, 814 
12, 923, 863 
22, 198, 296 
14, 605, 399 


| 
| 
| 
| 
| 
| 
| 
a 
} 


Total revenues - - .. om "317, 205, O11 | 364, 839, 577 ~ 434, 295,384 | 486, 033, 846 557, 230, 480 
Expenses. | $22,219,183 | 386,199,120 | 431,634,276 | 461, 732, 895 | __ 4, 140, 781 


Operating income _- 1 5,014, 172 | 1 21, 359, 544 | 2, 661, 108 24, 300, 951 63, 060, 095 
Net income after taxes. - - .- 15, 732, 544 | 121,279,375 | 15,478,776 | uy, 947, 7 776 $ 2 32, 885, 000 


International: ay | | | 
Revenues: | | 
Passenger - - 91, 416,767 | 140,652,113 | 151,337,705 | 158,479,705 | 160, 576, 068 
Mail (U. 8.) 25, 060,600 | 32,299,890 | 57,331, 556 59, 332, 993 | 55, 689, 070 
Express : -------| 411,413,268 | 16,837,385 | 19,438,237 | 20, 023, 208 15, 151, 234 
Freight vedanta ‘ | 688, 891 | 1, 370, 442 | 2, 103, 622 | 6, 499, 157 
Other -| 18, 868, 477 | 14,143,316 | 15, 621, 591 | 7, 360, 071 | 20, 489, 886 
Total revenues | 146, 754, 102 209, 009,531 | 249, 234, 199 | 274, 154, 538 | 258, 405, 41s > 
Expenses 139, 842, 846 | 209, 293, 532 | 235, 286, 983 252, 863,129 | 248, 222, 4 493 
Operating income 1 6, 911, 256 } i 284, 001 13, 947, 216 | 21, 291, 409 | | 1 182, 921 

Net income after taxes.-_.___-. |} 14,353,197) ! 5, 124, 630 6, 365, 492 | 7, 454, 189 8, 079, 000 


| 
| 
| 





Scheduled airlines, total: | | 
Revenues: 
Passenger ...| 867,010,479 449, 228,067 | 494, 627, 435 547, 410, 118 | 605, 082, 176 
Mail ‘ . 47,014, 359 | 61, 744, 636 116, 640, 899 134, 530, 066 | 118, 685, 884 
Express wists nealen 20, 723, 508 | 27, 519, 507 | 29, 607, 534 | 29, 224, 476 | 28, 075, 
Freight eae 4, 310, 055 9, 384, 718 15, 573, 540 | 20, 889, 240 28, 697, 
SR acne oneal 24, 898, 712 | 21, 584, 244 22, 945, 506 | 17, 143, 627 | 
Total revenues. -.--- 463, 959, 113 | 573, 849, ‘108 | 683,529,583 | 760, 188, 384 | 
Expenses i ddan _ 462, 062,029 | 595,492,652 | 666, 921, 259 | 714, 596, 024 742, 363, 2 
Operating income bana 1, 897, 084 1 21, 643, 544 ~ 16, 608, 324 | 45, 592, 360 73, 272, | 
Net income after taxes.......| ! 10,085, 741 1 26, 403, 905 | 886, 716 | 19, 401, 965 40, 964, 000 


Deficit 
Estimate. 
3 Includes territorial lines. 
Not segregated; includes freight. 


All segments of the scheduled airline industry have lowered rates and increased 
efficiency since 1948. The following table shows the extent to which the carrier 
have bettered their position in the second postwar period. 





30, 098, 393 
16, 311, 377 
12, 568, 907 
21, 697, 746 
(3, 432, 191 
4, 108, 614 
iI, 537, 981 


32, 570, 633 
33, 024, 000 


LO, 302, 960 
16, 400, 176 
230, 201 
211, 846 
763, 619 
7, 908, 802 
27, 316, 744 
592, 058 
12 165, 000 


44, 506, 108 
2, 996, 814 
12, 923, 8633 
22, 198, 206 
14, 605, 399 


57, 230, 480 
04, 140, 781 
63, 060, 095 
32, 885, 000 


60, 576, 068 
55, 689, O70 
15, 151, 234 

6, 499, 157 
20, 489, 886 
58, 405, 415 
48, 222, 493 


8, 079, 000 


105, O82, 176 
18, 685, 884 
28, 075, 097 
28, 697, 453 


315, 635 
42, 363, 274 


272, 621 
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Unit revenues and expenses, scheduled airlines, 1946-50 


(Cents per revenue ton-mile] 


| 1946 | 1947 





Domestic, trunk: 
Revenue per— 
Revenue passenger-mile 
Mail ton-mile 
Express ton-mile 
Freight ton-mile._.............-- ‘ 
Revenue ton-mile 
Expenses per revenue ton-mile_. 
Domestic, feeder: 
Revenue per— 
Revenue passenger-mile . __ nae " ‘ 5. 
Mail ton-mile : ; .89 | 3,555. 3, 116. 85 2, 966. 7 
Express ton-mile satel 53.19 | 36. 37. 35. ¢ 
Freight ton-mile__ 
Revenue ton-mile 
Expenses per revenue ton-mile 
Domestic, total: 
Revenue per— 
Revenue passenger-mile _ - 
Mail ton-mile 
Express ton-mile 
Freight ton-mile 
Revenue ton-mile - . - - 
Expenses per revenue ton-mile_- 
International: 
Revenue per— 
Revenue passenger-mile 
Mail ton-mile (United States) - 
Express ton-mile 
Freight ton-mile 
Revenue ton-mile._._.__ 
Expenses per revenue ton-mile_- 
Scheduled airlines, total: 
Revenue per— 
Revenue passenger-mile 
Mail ton-mile 
Express ton-mile 
Freight ton-mile_. 
Revenue ton-mile 
Expenses per revenue ton- mile_- 


1 Not available. 





These figures show two particularly significant and encouraging trends. Just 
at the close of the war, in 1946, the mail revenue per ton-mile was 61.68 cents. As 
the airlines reconverted to a peacetime status, introduced new equipment, and en- 
gaged in rapid expansion, the mail rate per ton-mile for the domestic trunks rose 
to $1.27% in 1948, including the retroactive mail payments for that year. It was 
at about this level when we appeared before this committee at the opening of the 
financial investigation. Since that time the mail rate has dropped to just slight- 
ly under $1 per ton-mile, and it still dropping. Expenses per revenue ton-mile 
followed almost exactly the same pattern. From a base of 48.78 cents in 1946, 
they rose to 58.24 cents per revenue ton-mile in 1948, reflecting the same under- 
lying difficulties as did the increase in mail payments per ton-mile. They im- 
mediately turned sharply downward, however, so that by 1950 expenses per 
revenue ton-mile had been reduced to 48.02 cents—a drop of over 10 cents per 
revenue ton-mile in 2 years. 

The great increase in price levels during that same period gives added. sig- 
nificance to this expense reduction. If the airlines had made no effort to offset 
rising prices and wage rates during this 5-year period, the normal increase in 
price levels would have increased their expense per revenue ton-mile to almost 
61 cents. Thus, instead of giving way to increased prices and permitting their 
costs and rates to reflect them, the airlines, through improvement in aircraft, 
improvement in efficiency, and increased traffic, have imposed their own private 
curbs on inflation. 

The international airlines have followed the same course. The figures, if 
possible, are even more impressive. ‘The mail payments per ton-mile for interna- 
tional and overseas operations have been reduced from $4.08 in 1946 to an ap- 
parent $2.28 in 1950, thus reflecting the recovery from the chaotic conditions 
which prevailed in international air transportation immediately after the war. 
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Expenses per revenue ton-mile were at the same time following a similar course. 
In 1946 expenses were $1.02 a ton-mile. They had fallen by 1950 to 74% cents. 

If these expenses had been permitted to follow the normal trend in prices, the 
1950 expense per ton-mile would be in the neighborhood of $1.25, instead of 7434 
cents. 

In addition to their success in expense reduction the airlines have increased 
the productivity of airline capital since the war, with respect both to physical 
output and revenue. The ratio of operating revenues to net assets, or the earning 
capacity of each dollar of total assets less depreciation, has risen for the trunk 
airlines from 85 cents in 1946 to $1.12 in 1950. Other segments of the industry 
have generally experienced similar improvement. The scheduled airlines as a 
whole grossed 79.5 cents for each dollar of assets in 1946; by 1950 this had in- 
creased to $1.04. In other words, asset productivity in terms of operating reve- 
nues has been constantly increasing in the five postwar years. 

The increased effectiveness of each dollar of assets in terms of physical pro- 
ductivity can readily be demonstrated. In 1946 the average trunk line asset 
dollar produced 1.72 revenue ton-miles; by 1950 this had reached 1.94 revenue 
ton-miles. All other segments of the industry had substantial productivity in- 
creases, and for the scheduled airlines as a whole the ratio of revenue ton-miles 
to total assets rose from 1.36 in 1946 to 1.65 in 1950. 

Another measure of scheduled airline efficiency is the extent to which it utilizes 
its authorized routes for traffic flow, or the so-called traffic-density factor. One 
gage of this is revenue ton-miles per mile of route. In 1946 the domestic trunk 
carriers averaged 13,496; by 1950 the figure was 15,173—an increase of 12.4 per- 
cent. An even better showing was made by the international and overseas 
carriers, which increased their revenue ton-miles per mile of route from 2,500 in 
1946 to 2,981 in 1950—a rise of 19.2 percent. 

Expectably, with larger planes the airlines have been able to secure greater 
traffic without increasing proportionately the use of the route-miles authorized. 
For example, the domestic trunk carriers between 1946 and 1950 increased revenue 
ton-miles from 650 million to 951 million—a rise of 46.3 percent, though revenue 
plane-miles increased but 0.009 percent, or from 304.5 million to 307.1 million. 

While the financial condition of the industry has greatly improved in the last 2 
years, the carriers are far from having the consistent fair rates of return required to 
maintain a healthy industry capable of expansion to tap new markets, replenishing 
capital, and paying reasonable returns to its owners. The domestic trunk airlines 
received no return on their net assets—the base generally used by the Civil Aero- 
nauties Board in determining the extent to which the carriers are receiving a fair 
return—during 1946, 1947, and 1948. The 1949 return, or ratio of net income 
after taxes to total assets less depreciation, was 3.9 percent. In 1950, a year in 
which the trunk carriers had the highest net operating income in their history, net 
return was only 6.7 percent. 

The local-service lines have not yet received a cent on net assets, having experi- 
enced net operating income in only two of the five postwar years and even here 
having an actual loss after taxes. Yet net operating income before taxes and load 
factors generally have been steadily rising for these smaller carriers. It should 
be possible to earn a small return within the near future. 

International and overse as carriers have fared somewhat worse than the domestic 
trunk operators with respect to return. Although in only 1 year, 1947, was there 
no return at all, 1946 and 1949 saw returns on net assets of less than 1 percent. 
The years 1948 and 1950 witnessed returns of 2.28 percent and 2.30 percent, re- 
spectively. 

The amount of long-term debt in the airlines’ capital structure increased from 
$160 million in 1946 to $267 million in 1948, but declined in 1949 and 1950, having 
dropped to $178 million in the last year. The experience of the industry with 
respect to such debt is shown below. 
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Long-term debt in relation to capital stock and to net worth, 1946-50 


[Thousands of dollars] 


1947 





Domestic trunk airlines: | 
1. Long-term debt $161, 717 ,625 | $148,017 $135, 842 
. Capital stock 126, 622 , 48 130, 854 123, 469 
. Long-term debt plus capital stock- _- : 287, 793 301, 278, 871 259, 311 
. Net worth 178, 872 , 82 224, 136 | 255, 292 








. Long-term debt as percent of line 3_. 2) 56.0 
. Long-term debt as percent of line 4_- 2 | 47.4 








International airlines: | 
. Long-term debt $65, 143 $43, 100 | 
. Capital stock 7, 665 , 665 | 12, 562 | 
. Long-term debt plus capital stock__- , 97% 72, 808 | 100, 474 | 55, 662 
. Net worth 50, 49, 387 56, 874 | 113, 643 | 


. Long-term debt as percent of line 3 89. 5 | 92.4 | 
. Long-term debt as percent of line 4_- | g 56.9 62.0 | 











The extent to which the airlines are bringing about a healthier relationship 
between debt capital and equity capital is shown by these data. Since 1948, gen- 
erally regarded as a turning point in airline-industry finances, the domestic trunk 
lines have reduced the proportion of debt capital to total capital, excluding sur- 
plus, from 57.3 percent to 52.4 percent. When surplus is included, the reduction 
is from 46.9 percent to 34.7 percent. The situation in the international and over- 
seas carriers is slightly different because of the small proportion of capital stock. 
However, the same trends obtain there. 

The scheduled airline fleet has increased vastly in numbers and improved in 
quality during the 5-year period from 1946 to the end of 1950. At the end of 
1946 the scheduled airlines operated 516 airplanes, only a few of which could have 
been considered modern aircraft. By the end of 1950 the fleet had increased to 
1,096 airplanes. At least 30 percent in numbers and 60 percent in lift capacity 
are the most modern and efficient aircraft available. This resulted in an increase 
in fleet capacity during that period from 1,200 million available ton-miles in 1946 
to 1,730 million in 1950, or an increase of 44 percent. 

All of these improvements in airline efficiency, financial and operating condition 
have conferred great benefits on the public for whom the airlines work, and have 
made it possible for the airlines to make additional contributions to the three 
great national objectives which are referred to in the Civil Aeronautics Act. 
The postal service has benefited by the additional capacity offered for air mail, 
the additional speed, the expansion of the service, and the reduction of cost. 
The traveling and shipping public have been benefited by these same improve- 
ments in airline service. Moreover, the air-transport industry is one of the few 
industries which, during this postwar period, has given its users a vastly improved 
product with only slight increases in price. 

Right now most minds are focused upon the needs of the national defense. 
Previous witnesses have pointed out, as if it were a recently discovered fact, that 
transport aircraft are of immense value to the national defense, and that the 
armed services are benefited by the presence in civilian operation of large numbers 
of them. The Congress was well aware of this fact at least 13 years ago, when 
the Civil Aeronautics Act was passed. The national defense was one of the 
objectives to be served by the creation of a sound air-transport system. Having 
done its share during World War II, the improvements in air-transport equipment 
and facilities since the war have placed the industry in a position to shoulder a 
considerably greater share of national defense responsibility. These 600 additional 
aircraft, along with the trained personnel, equipment, and facilities necessary to 
operate them, are the scheduled ailrines’ contribution to the advancement of the 
national security since 1946. 

So much for the financial and operating record of the scheduled airlines. What- 
ever may be revealed as subsidy as a result of this legislation, this record will show 
that the Nation is receiving full value for such payments that the amount is being 
reduced, and that the airlines are determined to reduce them still further. 


86630—51——_17 
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Review of S. 486 and 8, 1137 


I will turn now to the specific bills before the committee and discuss S. 436 
and §. 1137 first. Both of these bills require that the rates of mail compensation 
to be fixed by the Civil Aeronautics Board shall be based entirely upon cost. 
S. 436 states that the rate shall not exceed the cost of performing the service, and 
S. 1137 says that the rate shall be based on such a cost. There is probably not 
much difference between the two bills in this respect. In addition, the bills 
require the Board to revise the carriers’ system of accounts to provide that each 
expense incurred by the airline shall be allocated among the four classes of traffic 
carried. 

Cost provision 

I will discuss the cost requirement first. This provision is unsound and should 
be rejected. 

It would require the Board to fix mail rates in the most complicated and bur- 
densome way possible. The Board could not avoid the making and reviewing of 
elaborate cost studies, involving the use of dozens of debatable allocation formulas 
and presiding over endless litigation with respect to its cost determinations. 
Under this provision, it would not be appropriate for the carrier or the Postmaster 
General to introduce evidence designed to simplify the method of making mail 
rates, except as to costing procedure, nor would it be possible for an interested 
Member or commitcee of Congress to suggest simplified methods of determining 
mail compensation as has been done by the chairman of this committee and 
Representative Carl Hinshaw. 

The cost requirement would effectively prevent the classification of carriers 
into large groups for mail-rate purposes. Since no carrier may receive mail com- 
pensation in excess of cost, the rate for any class of carriers would have to be 
based upon the rate pyable to the one having the lowest cost, thus involving the 
payment to other carriers of below-cost rates of questionable constitutional 
validity. 

It would require the Board to establish all mail rates on a retroactive basis. 
Airline costs change rapidly, as is indicated in the cost levels of the past few 
years. Since the Board is forbidden to establish a rate in excess of cost, it could 
not safely do so until the cost had been finally determined, a condition which can 
can prevail only after the cost has been incurred. This is the cost-plus system 
which the chairman of this committee, and the airlines, have found so objectionable 
since the carrier does not know what his revenue will be and the Government 
does not know what its obligations are. 

But even if these difficulties could be cured in some fashion, the cost standard 
would remain fundamentally wrong. The actual cost of transporting the meil 
cannot be determined, and even if it could, cost is not the only consideration 
which is relevant to a determination of fair compensation. The problem here is to 
provide the Board with necessary guidance in fixing mail rates. Congress has 
dealt with this problem many times and has never adopted this cost requirement. 
In the Interstate Commerce Act the Congress laid down standards to guide the 
Interstate Commerce Commission in fixing rates for the transportation of traffic 
by surface carriers. Four separate sections have been inserted in that act to 
govern the making of rates for railroads, motor carriers, water carriers, and for- 
warders. Cos’ to the carrier perfcrming the services is referred to indirectly in 
these provisions as one factor to be taken into consideration, among a number of 
others. These congressional directives confirmed the policy that the Commission 
had followed prior to their enactment, and has continued to follow since. In the 
Commission’s first report to Congress, in 1887, it stated its rate-making policy, and 
pointed out that rates could not be determined upon the basis of cost of service 
alone, but should be determined upon the basis of judgment, applied to a number 
of interrelated factors, which must all be taken into account in fixing a rate. In 
literally hundreds of cases since that time the Commission has followed this policy. 

A good statement of the Commission’s approach to rate making is contained in 
a case decided in 1940. The statement is as follows: 

“The question cannot, however, be answered by any mathematical test, for, 
as all who are well informed on the subject know, reasonable freight rates have in 
the past been determined, not by any elose adjustment to a finely calculated cost 
of service, but by the exercise of a judgment informed by experience after consid- 
eration of various factors which are deemed to be pertinent. Comparisons of 
other rates on the same or similar commodities have played a large part in such 
determinations. Car-mile and ton-mile earnings have afforded a rough means of 
testing the relation of the rates to cost of service. The value of the service as 
reflected by the ability or inability of the traffic to bear relatively high rates with- 
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out adverse effect on its movement and, at times, commercial or industrial con- 
ditions have been taken into consideration. The carriers invariably bring to our 
attention also any special or unusual services which are incident to the movement 
of the traffic. No formula can be applied to ascertain how much weight was 
given to each one of such factors by the Commission in arriving, in the exercise 
of its judgment, at the final result’? (Charges for Protective Service to Perishable 
Freight, 241 I. C. C. 503, 511 (1940)). 

Congress again encountered the problem of providing guidance for an adminis~ 
trative agency in enacting the Railway Mail Pay Act of 1916. There the issue 
before Congress was the same as the issue here—i. e., what statutory provisions 
are necessary to authorize the establishment by an administrative agency of a fair 
price for the transportation of mail for the Government? The following simple 
formula was adopted: 

‘‘The Interstate Commerce Commission is hereby empowered and directed to 
fix and determine from time to time the fair and reasonable rates and compensa- 
tion for the transportation of such mail matter by railway common carriers and 
the service connected therewith, prescribing the method or methods by weight, or 
space, or both, or otherwise, for ascertaining such rate or compensation, and to 
publish the same, and orders so made and published shall continue in foree until 
changed by the Commission after due notice and hearing.”’ 

The Congress merely told the Interstate Commerce Commission to fix fair and 
reasonable rates for the transportation of mail by railroad, and made no effort to 
specify in detail how those rates should be fixed. The Commission has not relied 
solely upon cost in fixing rates. In the Commission’s 1928 decision fixing the mail 
compensation for rail carriers (Railway Mail Pay, 144 I. C. C. 675, 691 (1928)), 
the Commission refused to give conclusive weight to cost studies which had been 
presented. In doing so, it stated: 

“In connection with the cost studies (and there were four of them) under any of 
the plans for dividing the train space, it should be borne in mind that in computa- 
tions of this character, where the direct allocations are relatively small and the 
great bulk of expenses and investment are necessarily divided, subdivided, ap- 
portioned, and reapportioned, upon various theories and assumptions, the results 
cannot be accepted as an accurate ascertainment of the costs of service. At best, 
they are approximations, to be given such weight as seems proper in view of all 
the circumstances under which they have been obtained, and the theories underly- 
ing the assumptions and the various steps in the computations.” 

This position was reaffirmed by the Commission in its railway mail pay decision 
involving a reexamination of the rates of the Denver & Salt Lake Railway (15] 
I. C. C. 734, 745 (1929)). In that case, the railroad did not regard the 1928 de- 
cision as giving it a fair and reasonable rate, and petitioned for an increase. After 
repeating the above-quoted statement, the Commission stated: 

“In the instant proceeding, we are likewise of the opinion that the results of 
the cost study should not be regarded as precise and accurate ascertainments of 
cost. Upon consideration of all the facts of reeord, however, the increase is 
justified, and the resultant rates are fair and reasonable for the service rendered.”’ 

The actual treatment of costs in the Commission’s 1928 decision is an excellent 
example of the Commission’s refusal to rely on costs, and the unreliability of 
cost studies generally. That decision is 50 pages long, and most of those pages 
are devoted to a rather fruitless discussion of 4 different cost studies ‘which 
had been prepared, with great effort, for the consideration of the Commission in 
that case. Presumably, all of them had been put together by competent and 
conscientious accountants who did their best to determine and prove the cost of 
transporting the mail by railroad. One cost study demonstrated that the car- 
riers were entitled to an increase in mail compensation of 25.2 percent. Another 
demonstrated that they were entitled to an increase of 26 percent. Another 
demonstrated that they were entitled to an increase of 7.4 percent, and the final 
one, developed at the last moment by the Post Office Department, showed that 
the railroads were already getting too much. The Commission took all of these 
cost studies under advisement, made the disparaging statement which I have 
just: quoted, and decided that, upon all the facts of record, the railroads were en- 
titled to an increase in mail compensation of 15 percent. It will be noted that 
this 15-percent increase is not supported by any of the cost studies which were 
produced for the use of the Commission. 

In 1936 the Congress was again faced with a problem identical with the one 
which it has now. Prior to 1936, our merchant marine was subsidized through 
ocean mail contracts. The Congress decided that this system should be termi- 
nated, the carriers should be paid a fair price for the transportation of mail, and 
any needed subsidies should be the subject of separate appropriations. 
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The Congress made no effort to prescribe binding and rigid standards for estab- 
lishing compensation for the transportation of mail. They turned the problem 
over to the Postmaster General, with instructions that he make arrangements 
for the transportation of foreign mail and the payment therefor. Since that time 
the Postmaster General has made such arrangements, and in a very brief order 
has stated that both the American-flag and foreign vessels will receive the same 
rate for the transportation of United States mail. The rates are prescribed in 
the order, and they were not based upon any complicated studies of the cost of 

rforming the service. Actually, they are the rates prescribed by the Universal 

ostal Union. 

I have also looked into the judicial principles which govern the establishment 
of just compensation to be paid by the Government for property taken. They 
are convincing evidence of the wisdom of the cost provision and even cast some 
doubt on its constitutionality. As the committee knows, the transportation of 
mail under statutes like the Railway Mail Pay Act and the Civil Aeronautics Act 
is compulsory, and the carrier is guaranteed just compensation by the fifth 
amendment of the Constitution. The Supreme Court es also held that the 
determination of just compensation is a judicial, and not a legislative, question, 
and that it is within the province of the courts to determine the elements which 
40 to make up a determination of just compensation. In one case, Monongahela 

Javigation Company v. United States (148, U. S. 312; 37 L. Ed. 463 (1892)), the 
Congress had authorized the condemnation of certain privately owned locks on 
the Monongahela River, but had provided that in fixing the sum to be paid by 
the United States, the franchise of the corporation to collect tolls should not be 
considered. The court held this provision of the statute unconstitutional, and said: 

“By this legislation Congress seems to have assumed the right to determine 
what shall be the measure of compensation, but this is a judicial and not a legisla- 
tive question. The Legislature may determine what private property is needed for 
public purposes. That is a question of a political and legislative character; but 
when the taking has been ordered, then the question of compensation is judicial. 
It does not rest with the public taking the property through Congress or the 
Legislature, its representative, to say what compensation shall be paid, or even 
what shall be the rule of compensation.”’ 

Moreover, the judiciary, in passing upon the elements necessary to be con- 
sidered in establishing just compensation, has long held that the determining 
element in any such case is the value of the oe being taken, and that the 
cost of such property is largely irrelevant. (United States v. New River Collieries 
Company, 262 U. 8. 341; 67 L. Ed. 1014 (1923)). 

Thus, in these two bills, the Congress would not only be establishing a rule of 
compensation of the kind referred to in the case first cited, but would be adopting 
as a rule one diametrically opposed to that long followed by the judiciary. 

From al) this it appears that all of the precedents— legislative, administrative, 
and judicial— would oppose the insertion of this cost provision in the statute. 
There are good practical reasons for this long-established unanimity of opinion. 

In the first place, the cost of transporting mail cannot be determined with 
sufficient precision to make that the sole criterion for determining fair compen- 
sation. The Interstate Commerce Commission has decided it cannot accept cost 
studies, no matter how carefully prepared, as accurate measurements of the costs 
of service. The Commission’s experience in the 1928 case certainly justifies the 
conclusion, since the studies showed the necessity for increases ranging from zero 
to 26 percent, and the Commission rejected them all. Probably the most conclu- 
sive testimony as to the inaccuracy of cost studies is given by the Ernst & Ernst 
report, now a part of the record of this committee. Ernst & Ernst are cost ac- 
countants and if anyone were going to assert the infallibility of cost accounting, it 
would be the practitioners of that profession. However, after months of study 
of the air-transport industry, they reached the conclusion and reported to the 
committee that by reason of the high percentage of joint costs in the air-transport 
industry, it is impossible to determine the cost of transporting any particular 
class of traffic. Only a simple illustration is necessary to demonstrate that this 
conclusion is correct. , 

About 10 percent of total airline costs consists of compensation to flight crews. 
The airplane they fly is usually loaded with all four classes of traffic, occupying 

varying portions of the space and weight capacity of the airplane. How shall the 
crew pay be divided among these classes of traffic? Conceivably it could be di- 
vided on the basis of the space occupied, but this would be unsatisfactory and 
misleading because it gives no effect to the weight of the traffic. In an airplane. 
that is important. 
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You could divide the crew costs on the basis of weight of traffic carried, with each 
passenger and his baggage given an average weight. But this would give no 
effect to the space occupied by the various classes of traffic. Space in an airplane 
is also at a premium, and with the increasing use of air parcel post, aircraft may 
take off light-loaded but with all available space occupied. Some formula could 
be developed, I suppose, to give effect to both space and weight, but it would not 
reflect. a true allocation of costs because someone would have to decide arbitrarily 
the respective importance of space and weight. 

Another problem arises when you seek to determine who pays for the space and 
weight capacity of the airplane that is not occupied. Someone has to. The 
unused capacity might be distributed proportionately among the various classes 
of traffic. This would not be satisfactory. A high proportion of the unused 
weight and space eapacity on a particular schedule may result from a Post Office 
Department order directing the operation of a schedule at a time necessary for the 
transportation of mail and most inconvenient for passengers and other shippers. 
On the other hand, unused capacity may result from factors having no relation to 
the mail. And in connection with this problem, it should be remembered, too, 
that mail and cargo can be carried in the passenger cabin, but passengers can’t be 
carried in the cargo pit. 

Another problem arises in the distribution of the cost of making stops. Crews 
are paid so much per hour. It costs time and money to make a stop on a particu- 
lar schedule. Many stops on many schedules are made solely to load and unload 
mail. On the other hand, many other stops are made to accommodate passengers 
and freight, and are of insignificant value to the mail service. Delays on the 
ground at those stops, which involve more crew pay, sometimes are attributable 
to passenger or freight handling, and sometimes to the necessity of mail con- 
nections. How can you determine how this cost is to be distributed under these 
circumstances? 

I have used flight-crew pay as an example of the difficulty of determining the 
cost of moving any class of traffic, whether you refer to these costs as actual costs, 
reasonable and necessary costs, or fully distributed costs. Crew compensation 
is comparatively simple to distribute compared with other costs which are not 
so directly related to the operation of the airplane. A similar distribution of 
the costs of operating the treasury department of an airline, the costs of over- 
hauling airplanes or engines, or the cost of maintaining a hangar, would involve 
even greater difficulties and result in even more serious inaccuracies. 

All of these costs can be distributed, of course, but when all that work is done, 
and a figure is written down as the cost of transporting the mail, it cannot be 
relied upon as reflecting true costs. It must be based upon many arbitrary as- 
sumptions, and when the cost accountant gets through with all his classifying, 
allocating, and distributing of millions of dollars in joint expenses, the result 
is arbitrary too. 

Another reason why Congress, the administrative agencies and the courts have 
not regarded cost as the sole criterion for determining compensation is that 
other equally important elements must be taken into account in arriving at a 
judgment as to a fair price for property or service. Certainly one element in 
price fixing or rate making which must be considered is how much the service is 
worth. It is inconceivable that a businessman or laborer would price his services 
at cost and ignore what they are worth. It is the latter which in almost all cases 
governs the price at which the service is sold. Those who insist upon the ad- 
herence to the strict cost standard have resisted the idea of considering what the 
mail transportaiion service is worth in fixing rates for it. They say that the 
value of service is a vague concept which is not subject to exact measurement, 
and that it is inappropriate in any event to employ value of service considerations 
in fixing mail rates, since there is no competition in that field. Of course, value of 
service is an indefinite concept. No one has ever said it was not. We have just 
pointed out that cost is also a vague concept, the only difference being that the 
proponents of this standard get a comforting and wholly false illusion of precision. 
As the Interstate Commerce Commission has said, the fixing of rates cannot be 
based upon mathematics but requires the exercise of informed judgment, based 
upon all considerations which are relevant to a determination of fair compensation. 

Moreover, there are many specific elements of the mail service provided by the 
airlines which can and must be taken into consideration in fixing fair compensation, 
and for which some evidence of value can be produced. One of the measures 
of the value of the service is the amount of money the user is willing to pay for 
the service. We know that a vast number of people in this country are willing 
to pay at the rate of 12 cents an ounce, on the average, to get their mail hauled by 
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air. This is in the neighborhood of $3.30 a ton-mile. A passenger is willing to 
pay about 57 cents a ton-mile, on the-average, and a shipper about 20 cents a ton- 
mile. These comparisons indicate that, at least as far as the public is concerned, 
air service is a premium service which is worth a great deal of money. It would be 
unfair to the transporters of the mail to ignore this element in fixing their trans- 
portation rate. 

Another mark of special value in the air-mail service is the priority which mail 
enjoys. The Board, in its testimony before this committee, stated that since it 
could not determine the cost of this priority to the airlines, this element should be 
ignored. The Board had apparently failed to seek any evidence of cost for such 
evidence is available. For example, one of the Big Four carriers reports that 
during the vears 1948 and 1949, it blocked out a total of 33,041,823 seat-miles 
which, at its average passenger yield, represented a potential loss in passenger 
revenue of $1,898,523. Another major trunk line reports that the seat-miles 
it blocked out for mail during the vears 1947, 1948, and 1949, totaled 28,032,010, 
or a potential loss of passenger revenue of $1,625,000. Certainly under present 
conditions, when mail loads are heavier and passenger space is at a premium, the 
actual revenue loss resulting from the blocking out of seats for mail is a substantial 
cost of the air-mail service which should be recognized. But even if cost cannot 
be determined, there is no reason for ignoring this element of airline mail service, 
for it undoubtedly involves certain costs and is of great walue to the Postmaster 
General and the mail user. On of the reasons the user is willing to pay $3.30 a 
ton-mile for moving his mail is because he knows he is buying a premium service; 
that his letter will not be left sitting on the ground. The Board should seek to 
appraise this valuable service by considering commercial price differentials es- 
tablished for this purpose. Evidence would be available. The differential be- 
tween express and freight is just about 100 percent, with freight taking an average 
rate of 20 cents and express about 38 cents. Not long ago the airlines negotiated 
general arrangements with numerous line-haul truckers throughout the United 
States for a joint through truck-airline service. The parties to these discussions 
agreed that the trucker should offer expedited service to the junction point in order 
to contribute as much as possible to the speed of air traffic. A price differential was 
attached by which all truck traffic destined to move by air would take the first- 
class rate, no matter what its normal rating. Thus, businessmen place a value on 
premium service. There is no reason why an expert administrative agency should 
find itself incapable of doing so. 

The Postmaster General has the right to fix and determine airline schedules. 
A large shipper would certainly be willing to pay well for this privilege, since it 
would provide him with his own private air transport system. If he found that 
the schedules of the airline he wished to use did not quite conform to his produc- 
tion schedules, he would order an additional schedule or a change in the existing 
ones. This is the power the Postmaster General has, and there is no reason why 
this valuable adjunct to the postal service should not be reflected in the compen- 
sation received by the carriers. 

Another measure of value is through comparison with the prices charged by 
other forms of transportation for the same service. The railroad gets in the 
neighborhood of 27 cents a ton-mile for carrying first-class mail. The airlines 
carry the mail, on the average, five times as fast. The steamship companies get 
in the neighborhood of 1714 cents per ton-mile for transporting mail, probably at 
an average of about 10 miles an hour. The airlines perform the same service 
30 times as fast. Certainly these service differentials should not be ignored in 
fixing the compensation that the airline is to receive. Thus competent evidence 
of the worth of the mail service can be produced, evidence which should not, in 
all fairness, be cavalierly rejected or ignored. If equity is to be done for the 
airlines in this legislation, they should be permitted to bring this evidence to the 
attention of the CAB and not be foreclosed before the case has even been heared. 


Revision of the system of accounts 


As part of the scheme to require mail rates to be based upon cost, the pro- 
ponents of 8. 436 and 8. 1137 have inserted another unprecedented provision in 
the bill which makes it even more unworkable, burdensome, and expensive. 
Both bills require the Board to revise the uniform system of accounts to provide 
for the allocation of each expenditure among the air-transport services performed 
by the carrier. In the case of S. 436, the provision requires allocation among 
the four classes of traffic. In the case of 8S. 1137, even more extensive allocations 
would be required, because it provides that the allocations are to be made among 
the air-transportation services of the carrier, which might well include, not only 
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the four classes of traffic, but excess baggage, charter services, military contract 
services, and the like. 

The burden of bookkeeping which is now imposed upon air carriers is enormous. 
The Civil Aeronautics Board has the power to require the carriers to keep their 
books in the fashion desired by the Board. This is done by the issuance of a so- 
called chart of accounts, which is a book about an inch thick, indicating in detail 
how the bookkeeping system is to be set up and how the entries are to be made 
in it. In addition, the carriers maintain records for the Post Office Department, 
in order that that agency may keep track of the movement of mail and the pay- 
ments for the transportation of it. Likewise, they maintain detailed records, 
at the insistence of the Civil Aeronautics Administration, relating to all the 
operations of the air carrier. I would like to know how much the airlines spend 
on paper work of all kinds—which expenditures they must pass on to the passenger, 
the shipper, and the Government—but I have been very reluctant to ask the air- 
lines to produce these data, since this would require additional paper work and 
the employment of additional record keepers. 

I referred the accounting provisions of these two bills to a group of expert airline 
accountants and requested them to report as to the effect of the provisions and 
the cost of carrying them out. They did report, and have stated that the number 
of entries required would be increased from 40 to 15,000 times, depending upon 
the character of the particular expense. 

As a part of their report they prepared four charts to demonstrate what this 
allocation requirement would mean. The first chart is designed to show the 
initial step in the process of expense allocation as required by these bills. The 
figures of a large carrier having both domestic and international operations are 
used. This chart does not show the allocation of expense, but merely the deter- 
mination of how much expense can be directly attributed to any particular class of 
traffic and the portion of expense which must be allocated. As you can see, the 
chart shows that after going through all of this maneuvering, 91.1 percent of all 
expense must be allocated by some arbitrary formula among the various classes 
of traffic; 8.9 percent can be directly charged to specific classes. 

The next chart shows how the carrier would be required to handle this 91 percent 
of his expenses. The portion of this chart outlined in black consists of the present 
accounts which are common to both the carrier’s current accounting system and 
the one prescribed by the Civil Aeronautics Board. The entries to the left of 
this black section are maintained by the carrier for cost-control purposes. The 
first two columns to the right of the black-bordered center section are the addi- 
tional accounts presently required by the Civil Aeronautics Board. The final 
two columns are the new entries which would be required by this bill. The 
expense considered in this chart is a general service, such as a thousand-dollar 
expense for the Brink’s express truck service. 

he first thing you do is to pay the expense, of course. Then you enter it in 
its appropriate objective account, called other services. Then you divide it up 
among the various cities where the service was performed. Then you allocate it 
between the domestic and international services. Then you allocate it according 
to the function to which it relates, such as ground operations, maintenance, 
passenger service, and the like. There are 36 different places you could put a 
portion of this expense. Then you take each one of those functional accounts into 
which you put a portion of this expense and allocate it again between local ground 
expense, system flight expense, and system ground expense. Then you allocate 
it in the last column on the chart between passengers, mail, freight, and express. 

You will notice on the bottom of that chart that what started out as a very 
simple transaction—the normal payment of a thousand dollars to the Brink’s 
Express Co.—has finally required thousands of bookkeeping entries. 

The next chart illustrates the allocation, under existing regulations and the 
proposed legislation, of the compensation for pilots and copilots. Again the 
center section shows the accounts which are common to the carrier and the Civil 
Aeronautics Board’s chart of accounts. The three columns to the left are kept 
by the carrier for cost-control purposes. The two columns to the right of the black- 
bordered area are now required by the Civil Aeronautics Board. You will note 
that a pilot’s pay is first broken down by type of equipment. It is then assigned 
to its functional expense account. It is then allocated between the domestic and 
international divisions. Under the new legislation, it would then be allocated 
between passenger, mail, freight, and express, thus making a total of 60 entries 
with respect to the payroll check of each pilot and copilot—an increase over the 
present system of 275 percent. 

The last chart deals with the hauling of trash in Boston. A check for $425 
was given to the man who hauled the trash. Under this proposed legislation, that 
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inoffensive routine payment would be pulled and hauled, divided, subdivided, 
allocated, reallocated, and distributed until it would be completely unrecognizable. 
As is shown on the chart, this expense is first divided between the domestic and 
international divisions. It is then divided by function. It is further divided for 
tee of allocation into local ground, system flight, and system ground expenses. 

t is then allocated on some arbitrary basis as between passengers, mail, freight, 
and express. A 500-percent increase in the number of entries would be required 
by this legislation. have no doubt that the accounting cost for this particular 
expenditure would equal the cost of having the trash removed. It might well be 
preferable just to let the trash accumulate. 

We have reasonably good estimates of how much it would cost the carriers to 
put this proposed bookkeeping system into effect. It is only necessary to look at 
these charts and give a moment’s thought to the additional paper work required to 
visualize the hundreds of addi ;ional bookkeepers that would be required in the air 
transport industry to make these entries on the books of account. It is not sur- 
prising that the installation of the new system would cost the industry approxi- 
mately $3,000,000, and the cost of maintaining it would be $8,860,000 annually. 

I think this explains fully why this particular provision is absolutely unprece- 
dented in either Federal law or administrative practice. The Interstate Com- 
merce Commission has been in the business of making mail rates for railroads for 
35 years, and has never considered it either feasible or wise to require this kind of a 
cost distribution, though it has always had the power to do so. The Post Office 
Department and the Maritime Commission have never required any such thing as 
this for the overseas merchant marine, which also carries mail. This also explains 
why the Interstate and Foreign Commerce Committee of the House, after report- 
ing legislation with this provision in it, reconsidered the matter while the legisla- 
tion was on the floor, and struck it out. The Civil Aeronautics Board has rejected 
the provision as impracticable and unduly burdensome. The Secretary of 
Commerce has recommended that this provision not be adopted. 

The burden and expense of all this bookkeeping is not the sole reason for delet- 
ing it. The information developed would be useless. As Ernst & Ernst have 
said, the allocated cost figures which finally came out at the end of this Rube 
Goldberg machine would not represent the cost of performing the service. They 
would be just a series of numbers. They would have no real validity. Moreover, 
they would have no real usefulness in rate cases, for as the House committee 
pointed out last year, all of the figures and all of the allocation formulas would 
be subject to reexamination in such cases. 

For the two major reasons previously discussed, we strongly recommend to the 
committee that S. 436 and 8S. 1137 be rejected. Both of them require adherence 
in making mail rates to a strict cost standard—a standard regarded by the Inter- 
state Commerce Commission and distinguished accountants and economists as 
unsound and impractical. They both require elaborate revision of the system of 
accounts which we have just demonstrated to be exorbitantly expensive and 
useless. 


Review of S. 1657 


Now we shall turn to S. 1657. That bill is a very considerable improvement 
over the ones we have just been discussing. It reflects the study which this 
committee and its staff have given to this complex subject, and their efforts to 
design a system for the separation of subsidy from mail compensation which is 
administratively feasible and fair to both the carriers and the Government. 


Establishment of rates by statute 


We propose first to discuss the principle of establishing rates by congressional 
enactment. The bill provides that for 3 vears after the effective date of the statute 
the rates for the transportation of mail shall be fixed at 42 cents per ton-mile for 
the large carriers, 63 cents a ton-mile for the medium-sized carriers, and 84 cents a 
ton-mile for the small carriers. We recommend that this proposed course of action 
not be followed, but that the Civil Aeronautics Board be given the task of fixing 
compensatory rates for the transportation of mail by air. Here is certainly one 
instance where we cannot support our recommendation by pointing out, as we 
have above in other cases, that the proposal is unprecedented. There are, of 
course, many precedents for establishing transportation rates by statute. In the 
pees State legislatures frequently exercised their prerogative of fixing rates by law. 

owever, this practice was abandoned many years ago, and for good reason. The 
legislatures found that it was an impossibility for them to fix sound transportation 
rates by legislative processes. They found that constitutional difficulties were 
encountered which resulted in lengthy litigation and in uncertainty over long 
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penede as to what the valid rate actually was. They found that rates tended to 
made on the basis of political considerations, rather than upon expert deter- 
mination of fair compensation. Consequently, this method of regulation was 
abandoned, and the States set up administrative agencies to carry out this legis- 
lative function providing broad standards to guide them. 

Congress followed this practice in 1887, when it became necessary to undertake 
regulation of the rates and practices of the railroads at the Federal level. 

his policy was adopted in 1887, and with one exception, which I will mention 
in a moment, the Congress has followed it to the present day. It is the only 
practical policy which can be adopted. 

In the first place, the time of a Congressman or Senator does not permit adequate 
attention to the statistical details, the arguments, and counterarguments on 
relatively minor questions of policy which are necessarily involved in the develop- 
ment Of a reasonable rate for the transportation of traffic. That was the case 
many years ago when the legislatures laid aside the task of fixing rates. It is far 
more true now, when the Members of Congress and the Senate must carry vastly 
greater burdens of decision on important questions of public policy. They cannot 
devote their attention to the relatively minor problem of setting a rate. 

In the second place, the legislative process generally is not well suited for rate 
determination. It is designed for the debate and consideration of issues of policy, 
and not the fixing of prices. But even if the committee did take the time to 
examine these details and reach what it thought was a sound conclusion, the 
various interested parties would undoubtedly seek to upset it. If the committee 
determined upon a rate which looked like a high rate, the competitors of the 
airlines—our railroad friends, possibly—would make strenuous efforts to persuade 
Members of the Senate and the House that a lower rate should be introduced by 
amendment. The Post Office Department might seek to do so, also, since it is 
that department which is the shipper, under these circumstances. The airlines 
would presumably oppose any change. On the other hand, if the rate chosen by 
the committee were an unduly low rate, the airlines could be expected to seek an 
increase in that rate by persuading the Members of the Congress that it was unduly 
low. Their adversaries would oppose them. After all of the pulling and hauling 
which could arise from such a contest, the rate finally presented to the President 
for signature might have no relationship to the rate painstakingly established by 
the committee that wrote the bill. 

I stated a few moments ago that the State legislatures, in fixing rates by statute, 
had encountered constitutional difficulties. Such difficulties are inherent in 
efforts to fix rates in this fashion. One of the outstanding cases in which this 
occurred was with respect to rates on lignite coal which had been made by the 
Legislature of North Dakota. They were fixed in the statute. There was no 
administrative process by which they could be changed—the same situation which 
would prevail under this statute for a period of 3 years after the effective date of 
the act. The railroads, which were forced to transport coal at this rate, challenged 
the rate as confiscatory. They tried a difficult and complicated rate case in the 
United States district court. They argued that case in the circuit court of 
appeals, and finally in the Supreme Court of the United States. The Supreme 
Court finally upheld their contention that the legislature had fixed an uncon- 
stitutional rate. 

This same situation might arise in connection with the rates fixed in this bill. 
If a carrier were to conclude that the rates fixed here were not compensatory, he 
could not go to the Civil Aeronautics Board to try that issue, but would be re- 
quired to go to the Court of Claims or the district court and try the rate case there. 
He would be required to carry the case to the Supreme Court of the United States 
to get it settled. During this time there would be complete uncertainty as to the 
compensation to which he was entitled for transporting the mail. 

On the other hand, the administrative procedure by which the Civil Aeronautics 
Board fixes a rate is much less likely to be successfully challenged. The rate is 
fixed only after notice and hearing involving the introduction of evidence by all 
parties concerned, and cross-examination of witnesses. The case cannot be 
retried in the district court, but is appealed on the Board’s record to the circuit 
court of appeals. The Board’s findings are conclusive in both the circuit court of 
appeals and the Supreme Court if they are supported by substantial evidence. 
Moreover, if the Board’s rate is held to be noncompensatory, the administrative 
machinery is ready and waiting to correct this error. If one of the rates fixed in 
this statute were held to be noncompensatory, the defect could only be corrected, 
first, by a judgment against the United States for which appropriations would 
have to be made by the Congress, and second, by readjustment of the rate in the 
act itself. 
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In answer to this, of course, it can be argued that these rates are so liberal there 
is no chance of their ever being overturned. In the first place, it cannot be as- 
sumed that the rates will remain as they are presently stated. But even if they 
did, the 42-cent rate for the large carriers is a marginal one right now, the con- 
stitutionality of which carriers might wish to test. I am not sure how the rates 
for the other classes of carriers would measure up. Even if all of the rates stated 
in the statute as it is finally passed were now valid by a comfortable margin, 3 
years is a long time in the air transport business. The financial ups and downs 
of the air transport industry, even in the past 5 years, have demonstrated that 
this industry is one characterized by rapid and drastic change. The rise in the 
cost index since 1946, and the tremendous inflationary pressures about which we 
hear so much, may combine to create forces which cannot be stemmed by gov- 
ernmental measures. The airlines cannot hold their unit costs down in the face 
of rising prices for much longer. These rates could easily become confiscatory in 
a year’s time, leaving the carriers with no alternative but to seek relief in the 
courts. Thus, it is entirely possible that the establishment of these rates in the 
statute may result, not in a stabilization of the mail-rate structure, but the transfer 
of the regulatory task from the expert administrative agency to the court. 

In this important respect the proposal in 8. 1657 differs completely from the 
Railway Mail Pay Act. There the Congress did fix some of the rates in the 
statute, but at the same time gave the Postmaster General extensive power to 
make rate adjustments with the approval of the Interstate Commerce Commis- 
sion. In addition, the Interstate Commerce Commission was given the power to 
fix the rates retroactively back to the effective date of the act. This power was 
exercised by the Interstate Commerce Commission in 1919. 


Statutory maximum rate 


Many of the reasons which have been set forth previously against the estab- 
lishment of a rate in a statute also argue against the establishment of a maximum 
ate in the statute. 5. 1657 provides that rates may be readjusted from time to 
time, but that they shall not in any event exceed the average yield from the 
transportation of passengers. We recommend strongly that this maximum be 
eliminated, and the Board permitted to fix rates at a fair and reasonable level. 
Before discussing the precise maximum stated in this bill, I would like to make 
a few comments about the wisdom and necessity of establishing any maximum 
at all. 

In the Railway Mail Pay Act the Interstate Commerce Commission was given 
the responsibility of setting rates for the transportation of mail, no maximum 
was stated, and the Commission was given the discretion of determining a fair 
and reasonable rate at whatever level was justified. This act was tested in the 
courts, and the Supreme Court held that under that act the railroads were com- 
pelled to carry the mails, and therefore were entitled to just compensation, or 
fair and reasonable compensation, for that service. That is the standard we 
recommend for this statute and if that standard is used, no maximum is necessary. 
If a fair and reasonable rate is less than the maximum stated in a statute, the 
maximum is, of course, not necessary. On the other hand, if a fair and reasonable 
rate is more than a stated maximum, the maximum is unconstitutional. 

Here again the validity of a maximum rate may be affected by inflationary 
pressures, the fortunes of the carriers as far as other classes of traffic are con- 
cerned, and many other elements over which neither the carrier nor the Civil 
Aeronautics Board has any control. Thus, in introducing a maximum rate into 
the statute, substantial difficulties may be created without any corresponding 
benefit. 

In answer to this it may be said that the maximum in this instance is not subject 
to these deficiencies because, being tied to the passenger rate, it can be expected, 
over a period of time, to reflect changing cost levels, traffic density, and other 
unpredictable economic factors. To some extent this is true, but it creates even 
more serious difficulties. 

By tying the maximum mail rate to the passenger rate, the smaller airlines— 
particularly the feeder lines—are almost certain to receive less than a fair and 
reasonable rate for the transportation of mail. They operate very thin routes at 
low load factors. It takes a substantial subsidy to make up the difference between 
their costs and revenues. Their passenger rates are not and cannot at this time 
be established at levels which cover their unit costs. Their rates are set so as to 
achieve maximum passenger traffic in competition with trunk airlines, buses, and 
private automobiles. Therefore, a requirement that their mail compensation be 
keyed directly to their passenger rates is to ignore completely their right to fair 
and reasonable compensation for the transportation of the mail. 
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This maximum, as a matter of fact, is generally discriminatory as between 
carriers, for while it may provide fair compensation for the largest of carriers, the 
thinner the carrier’s routes, the lower its load factors, and the higher its unit 
costs, the worse it fares under this established maximum. 

Moreover, the passenger fare, and hence the maximum mail rate, for all of the 
smaller carriers is likely to be outside their control or the control of an impartial 
Government agency, and completely within the control of another airline. A 
carrier whose routes and general financial condition are such that it is ready for 
a substantial passenger rate reduction can make such a reduction. When this is 
done, the passenger rates of all other carriers are correspondingly reduced. This 
is a normal incident of our competitive system. But the statutory maximum 
adds one further incident. The small carrier who was forced to reduce his passen- 
ger rate. to stay in business finds that he is also forced to accept a cut in mail rates 
not only by the Civil Aeronautics Board, which is supposed to fix the rate, but by 
a larger carrier who started out merely to reduce passenger rates. 

One might. answer that the Civil Aeronautics Board, through its power over 
passenger rates, could prevent such action as this, but the Board might determine 
that the proposed passenger rate reduction was decidedly in the public interest, 
on the broad ground that the profits of the larger carriers were such that they 
should be shared in part by the traveling public. Thus, even the Board would be 
placed unwillingly in a position where, by reason of its interest in rates to the 
traveler, it would be required to force a completely unwarranted reduction in mail 
rates. 

On the other hand, if the Board were persuaded that this large reduction in 
passenger rates should be prevented in the interest of maintaining fair and rea- 
sonable mail-rate levels, it would be blocking the progress of the industry toward 
the expansion of the passenger market. 

Up to now I have indicated that while the maximum stated in the bill might be 
all right for the large carrier, it would be very harmful to the small one. How- 
ever, actually this maximum is not good for the large carrier, either. We have no 
reason to believe that the passenger rate would provide fair payment for the trans- 
portation of mail. There are a number of reasons why this rate might not be ade- 
quate. As we have said before, mail takes priority over passengers. It would nor- 
mally be expected that the higher priority traffic would take the highest rate, 
and in the making of commercial rates this would undoubtedly be the case. 

Moreover, the airlines are now carrying substantially loads of parcel post, and 
this class of traffic will undoubtedly increase greatly. It is also very light for 
its bulk. There have been many cases in the past of planes taking off light- 
loaded, but with no more room in the airplane. Since the space to be occupied by 
a passenger is always the same but the space to be occupied by parcel post may 
vary by several hundred percent, a rate on light-density mail traffic might have 
to be much higher than the corresponding rate for passengers. 

These are the problems that occur to us now that may arise to plague us if 
the maximum stated in this bill is adopted. There are probably many others 
which do not occur to us now. These problems ean best be avoided by following 
the course which has been followed so many times in the past—of giving the reg- 
ulatory agency broad discretion to deal with them as théy arise, under a general 
legislative policy of fairness and reasonableness. 

Proposed application of freight rates to mail 

Before discussing the specific rates proposed in S. 1657, I should like to digress 
for a moment to comment on the suggestion that mail should be earried at air- 
freight rates. The argument is made that a mail pouch is an inanimate object 
which more closely resembles an air-freight shipment than it does a passenger, 
and that, therefore, air-freight rates are a better standard for establishing mail 
rates than passenger fares are. 

In considering the proposal, it should be noted at the outset that if the proposal 
is valid for transportation by air, it is equally valid for other forms of transpor- 
tation. Yet the fact remains that no such standard has ever been applied in 
establishing the rates to be paid surface carriers for transporting mail. 

The average revenue per ton-mile realized by the railroads from the transpor- 
tation of freight approximates 1% cents. First-class mail, on the other hand, 
produces revenues at the rate of approximately 27 cents per ton-mule. 

A similar relationship exists in the field of ocean transport. Ocean steamship 
companies typically receive from 2 to 4 mills per ton-mile for the transportation 
of freight. Their revenues from the transportation ot first-class mail range from 


20 cents per ton-mile for a 3,000-mile haul, to 45 cents per ton-mile for a 300-mile 
haul. 
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According to the testimony of Secretary Sawyer before this committee recently, 
“mail payments to surface carriers and to steamship lines are not generally 
regarded as containing any large element ot subsidy.”’ It is evident that in the 
overseas transportation of first-class mail neither the United States nor foreign 
governments have regarded the ocean freight rates as affording any measure of 
fair rates for carrying first-class mail. : 

The unsoundness of the proposal, as applied to air transportation; is not difficult 
to ascertain. It is essentially the same argument which has been advanced by 
the nonscheduled carriers with regard to air-coach traffic. It is one more form 
of the old ‘‘cream skimming” argument. 

There is no question that if the only mail service which the air carriers were 
required to provide were over such high-density routes as New York-Chicago and 
New York-Los Angeles, the service could be provided at lower rates than are 
required for the service now provided. To provide regular and frequent service 
into more than 600 communities, large and small, carrying very light loads of 
mail in many cases, is an expensive proposition. Obviously such a service cannot 
be a at the same cost, or at the same rate, as service between major 
traffic centers. 

The significance of this point is more than borne out by the exhibits submitted 
by one of the certificated freight carriers in the Big Four rate case. In under- 
taking to show what it would cost them to transport the mail handled by one of 
the Big Four, they recognized that it would be necessary for them to add service 
to points not now served by regular freight schedules. In order to provide service 
to many of these points, they proposed to operate one transcontinental flight 
making 32 stops. Even under their proposal, many of the smaller points would 
receive service from only one flight a day in each direction. Nevertheless, they 
estimated it would cost them from 22 cents to 30 cents a ton-mile to provide the 
mail service. 

This proposal would not provide air-mail service in any way comparable to 
that now rendered. Moreover, it will be observed that their estimates of the cost 
of providing the service are from 50 percent to 100 percent above the average 
revenue which they receive from the transportation of freight. It is very difficult 
to believe, therefore, that even the cargo carriers would undertake to duplicate 
the air-mail service existing today at rates anywhere near as low as their average 
yields trom freight. 

An even more graphic demonstration of the unsoundness of the proposal is 
supplied when actual freight rates are applied to air-mail shipments. One of the 
larger carriers in the intermediate group—a carrier which serves some high- 
density routes, as well as a number of smaller communities—recently made a 
check of the mail loads actually carried on three of its flights during the month of 
May. One of the flights selected was a “light mail’ flight; one was a “heavy 
mail” flight; and the third was assumed to be roughly average. The check re- 
vealed that the average mail load carried on the “‘light mail’’ flight was only 54 
pounds; the weight of the average pouch carried was 6.4 pounds; and the average 
pouch moved a distance of 256 miles. Had the mail actually carried on that 
flight been presented as air freight and been carried at air-freight rates, it would 
have cost the Government $3.66 per ton-mile. 

Even in the case of the “heavy mail” flight, the average mail load was 625 
pounds (the equivalent of about three passengers); the average pouch weighed 
12.3 pounds and moved a distance of 550 miles. Again, applying air-freight rates 
to the mail handled on that flight, the cost to the Government would have been 
96% cents 4 ton-mile. 

I have never been entirely clear whether the proposal is to apply air-freight 
rates to mail in the same way they apply to air-freight shipments, or whether it is 
proposed to apply a flat ton-mile rate to mail based on the average return realized 
from the transportation of air freight. It seems perfectly obvious from the figures 
just given that if the former procedure were followed, the ton-mile cost to the 
Government for the transportation of air mail would bear little resemblance to 
the 15 cents or 20 cents which the carriers derive, on the average, from air freight. 
Air-freight rates for small shipments and short distances are high. If the average 
air-mail pouch, which weighs 11.6 pounds according to Post Office Department 
figures, were to be shipped as air freight over the average distance which air-mail 
letters move, namely, 1,170 miles, the cost to the Post Office Department would 
be $1.08 a ton-mile. I-strongly suspect, therefore, that if the proposal is to apply 
air-freight rates to mail in the same manner they apply to air-freight shipments, 
most people are under a misapprehension as to what the results would be. 

On the other hand, if the proposal is to base the mail rates on the average 
revenue per ton-mile realized from the transportation of freight, the carriers 
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would be receiving even less for carrying mail than they do for carrying compar- 
able shipments of air freight. That is clearly shown by the figures already given. 
The certificated cargo carriers do not even render a service designed to accommo- 
date small shipments to or from light-volume points, such as would be required to 
provide air-mail service. The two certificated cargo carriers which operate trans- 
continentally serve a number of points on a “demand” basis. They will not even 
stop at those points unless they can pick up or discharge at least 1,000 pounds. 
Furthermore, air-freight rates are not designed to attract small shipments moving 
relatively short distances. When freight rates are applied to such shipments, 
they result in a ton-mile rate higher than that presently charged for any other 
type of traffic. Two of the transcontinental cargo carriers, for example, have a 
minimum charge of $4 per shipment. Applying that minimum to the average 
air-mail pouch, which weighs 11.6 pounds, a carrier would have to haul the pouch 
across the country and halfway back again before the ton-mile rate would get down 
to 20 cents. Conversely, since the average air-mail shipment will not even move 
transcontinentally, the ton-mile rate resulting from the application of a $4 mini- 
mum would be several times the 20-cent rate so frequently discussed. 

Furthermore, it can safely be said that the Postmaster General would not be 
satisfied for very long if air mail were to receive the same service which air freight 
receives, particularly when traffic is heavy, as it has been for the past year. Air 
freight has the lowest priority of any class of traffic; it gets on the airplane only if 
there is room left after everything else is loaded. Even passengers—the No. 2 
priority traffic—are not infrequently displaced by mail loads. By the time the 
passengers and express are loaded, air freight shipments may or may not move 
promptly under present conditions. 

Some people have the mistaken notion that the No. 1 priority assigned to mail 
has only theoretical significance. The certificated cargo carriers—who are among 
those advocating the notion that mail should move at air-freight rates—do not 
share this opinion. In their solicitation efforts, they rely heavily these days on 
the fact that air freight can be and is displaced by higher priority loads except 
on their lines. A recent advertisement of Slick Airways included the following 
in its text: ‘‘Because Slick carries air freight only there are no delays or, off- 
loading’ of shipments due to passengers, mail, or express priorities. All schedules 
are designed to meet the needs of shippers.” 

A similar announcement appears in a recent advertisement of the Flying Tizer 
Line, where it is said: ‘Air freight is our exclusive business—there’s no competition 
from mail, passengers, or express—so your freight has top priority from door to 
door 365 days of the year.’’ These carriers know that a No. 1 priority is im- 
portant, and they are using it in their appeal to the shipper. Yet the suggestion 
is made that top-priority mail should move at the same rate as lowest priority 
air freight. 

It seems pretty obvious that freight rates are not a proper basis for establishing 
mail rates. 


Rate structure established by S. 1657 


I should like to turn now to the proposed mail rates contained in 8. 1657. I 
do not, of course, propose to try the Big Four rate case before this committee. 
I cannot, however, leave the question, whether mail rates should be fixed by Con- 
gress or by an administrative agency, without discussing generally the specific 
rates contained in 8. 1657. 

The bill provides a base rate of 42 cents per ton-mile for mail carried in domestic 
air transportation. Carriers who are classified as ‘‘regional or secondary”’ air 
carriers are to receive a rate 150 percent of the base rate, and carriers who are 
classified by the Board as ‘“‘local service or feeder’’ air carriers are to receive 
200 percent of the base rate. 

The base rate of 42 cents contained in the bill corresponds precisely with the 
proposed future rate contained in the show-cause order which the Civil Aero- 
nautics Board issued in the Big Four rate case. The Board’s figure of 42 cents 
purports to be based on the cost of carrying the mail. It is, in other words, the 
Board’s tentative conclusion, arrived at as a result of the process so strongly 
advocated in some quarters, namely, determining the cost of carrying the mail, 
plus a fair return on the investment used or useful for that purpose. The fact 
remains, however, that even though the 42 cents purports to be a cost figure, it 
is substantially below the carriers’ costs, as determined by the Board’s own staff, 
for the years 1949 and 1950. Public counsel’s own exhibits in the Big Four case 
show that the average cost incurred by the Big Four in the year 1949, for carrying 
the mail, was 47.76 cents, and for the year 1950, the cost was 43.59 cents. (Both 
of these figures include an allowance representing a return of 6.4 percent on 





264 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


investment, after Federal income taxes—a point I shall return to later.) In other 
words, even on the data prepared by the Board’s own staff, the 42-cent figure is 
below the average cost actually incurred by the Big Four carriers in carrying mail 
during the years 1949 and 1950. 

It is true, of course, that the Board’s staff takes the position that certain of the 
cests which were incurred should not be allowed for mail-rate purposes. As a 
result of an extremely detailed and complicated—and, we might also add, un- 
realistic—analysis of the carriers’ operations for those years, the Board’s staff 
has concluded that an average of 1.87 cents of the costs which were incurred 
during the year 1949 (as determined by their allocations) should be disallowed. 
That would reduce the average 1949 costs for mail purposes to 45.89 cents for 
that year—a figure still very substantially above the 42-cent rate. No similar 
computation was made for the year 1950. 

Not only is the 42 cents below the cost figures prepared by the Board’s 
own staff, it is very substantially below the figures derived by the carriers who 
attempted to determine their costs on the basis of an allocation method. Two 
of the Big Four prepared cost allocations by applying methods which they 
believed to be just as reasonable, or more reasonable, than those employed by 
the Board’s staff. The result, in one case, was a cost for the year 1950 of 72.84 
cents, without any allowance for return on investment. In the other case, the 
carrier computed its cost at slightly over $1 for the year 1949, and this included 
a return on only part of its investment. While I do not believe that either of 
those carriers would contend that the figures they arrived at represent ‘‘the’’ 
eost of carrying the mail, I am sure that they would contend that the methods 
of allocation they used are just as reasonable, and the results just as reliable, as 
those used by the Board’s staff. We have here, then, in very specific terms, an 
illustration of the impossibility of determining “‘the’’ cost of carrying the mail, 
when roughly 80 percent of the costs involved must be allocated among several 
types of traffic. Any process which can produce such widely divergent results 
xan hardly be described as either accurate or scientific. And any process which 
produces such widely divergent results cannot, and should not, be relied upon 
as the exclusive standard for determining what the carriers should be paid for 
transporting the mail. 

It might be interesting for the committee to examine for just a moment some 
of the procedures by which the Board’s staff was able to produce a figure so much 
lower than those determined by the carriers. Let me give you just one or two 
illustrations. 

As I mentioned earlier, one of the big problems in any allocation of joint costs 
is the problem of allocating unused space on the airplane. The Board’s staff 
relied upon a ton-mile basis of allocation for that purpose. The results are 
little short of ridiculous. As the passenger load on an airplane increases, the 
proportion of unused space in the cargo compartment allocated to the passenger 
service also increases, under the Board’s method. The result is that even though 
the flight is carrying a full load of passengers and baggage, a high percentage 
of the empty cargo space in the airplane is assigned to the passenger service. 
I have been associated with the air transportation business for a number of years, 
and I have never heard of a passenger’s being carried in the cargo pit of an air- 
plane. And I doubt seriously if air transportation would have made the progress 
it has in this country, had any such practice been followed. Nevertheless, the 
Board’s method of allocating unused space, as between the services, assumes such 
a result. 

A second illustration involves the disallowance by the Board’s staff of the 
cost of operating certain flight mileage which the staff felt would not have been 
operated by an efficient and economical airline. In brief, what the Board's 
staff did was to examine the individual schedules flown by the carrier during 
various calendar quarters, and if the passenger load factor on those schedules 
was below an arbitrary figure selected by the staff for each type of equipment, 
the cost of operating that flight was disallowed. The process produced some 
bizarre results. 

In some cases, the schedules which the Board’s staff disallowed (because they 
did not carry an adequate passenger load) were schedules which were operated 
by the carriers at the specific request of the Post Office Department. 

In some cases, the cost of operating a schedule for a full calendar quarter was 
deducted, even thougi the schedule itself was operated for only part of the 
quarter. 

In some cases, the schedule disallowed was operated to return equipment used 
for the operation of allowed schedules in the opposite direction. It may be that 
the Board’s staff felt that it would be cheaper to fly the airplane empty than it 
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would to put traffic on it. That is not generally regarded as very sound business 
judgment, however. It costs little or not more to fly the equipment with traffic 
on it than it does to fly it empty; and the revenues from even light loads help 
to defray those costs. 

In fact, in many, if not most, of the cases in which the staff disallowed the cost 
of operating certain flights, the out-of-pocket costs of operating the flights were 
more than covered by the revenues from the traffic carried, with the result that 
the carrier was able, not only to cover its direct costs, but to make a contribution 
toward its overhead. That is generally regarded as good buSiness, and not as 
uneconomic or inefficient. 

In other cases, the schedules which were disallowed were local flights operated 
for the purpose of feeding long-haul traffic into through flights. Even though the 
number of passengers carried by the local flight did not reach the arbitrary load 
factor which the Board’s staff regarded as efficient, the result of not operating the 
flight would have been to reduce the load factor on long-haul flights which the 
staff conceded were efficiently operated. 

In still other cases, the costs of operating a flight were disallowed for the full 
quarter, even though the load factor fell below the staff’s arbitrary standard in only 
1 month out of the quarter. 

In all of these cases, the Board’s staff has done a job of second-guessing manage- 
ment. It has judged the efficiency of management solely on the basis of short- 
term results, without any effort to determine the reasons for operating the flights 
in the first place, or the considerations which entered into the decision to operate 
the flights at the time the decision was made. 

One of the most ridiculous results of this process was to construct a completely 
fictitious operation which was never conducted by any airline, and which never 
could be conducted by any airline. To show just how theoretical their analysis 
was, the staff concluded, in the case of one airline, that the flight mileage which 
they had disallowed could have been operated with 72/100 of a DC—4 airplane. 
Accordingly, they assumed that the company either never had, or should have 
sold, that 72/100 of an airplane, and they disalllowed that proportion of the com- 
pany’s investment for that year. When they came to the next year, however, 
they decided that certain mileage which the company had operated with DC-3 
equipment could have been operated more efficiently with DC-—4 equipment. 
They concluded that the company would have needed 3.8 more DC-4 airplanes 
than it had to operate that mileage. So, after deducting the investment repre- 
sented by the DC-—3’s actually used, they credited the investment with 3.8 
DC—4’s which didn’t exist. 

It is on such hypotheses as those that the Board’s staff determined the cost of 
carrying air mail. It may be superfluous to suggest that the price of a service 
rendered to the Government should be based, a bit more on facts and practicali- 
ties, and a bit less on such hypotheses and refinements as those employed in 
arriving at the 42-cent figure. 

Not only are the cost figures derived by both the Board’s staff and the carriers 
substantially above the 42-cent rate proposed in the bill, but, as noted previously, 
the Board’s figures include a return on investment at the rate of only 6.4 percent 
after Federal income taxes. It is difficult to reconcile the philosophy embodied 
in the Civil Aeronautics Act—that of encouraging the development of a sound 
and adequate air transportation system—with the proposal that the carriers 
should earn a net return of only 6.4 percent on the capital invested in the business. 

In arriving at this figure, the Board’s staff assumed that the capitalization of 
the airlines should be 40 percent debt and 60 percent stock. Debt capital was 
assumed to cost 2.5 percent and stock 9 percent, or a combined capital cost 
under the 40—60 ratio, of 6.4 percent. 

Not only is the proposal of the Board’s staff unorthodox, but the return to be 
allowed, both on the debt and stock and on the two combined, is grossly inade- 
quate for an expanding industry which is characterized by violent fluctuations 
in traffic and a narrow operating margin, and is confronted by rapid technological 
changes, rising labor costs in a business where labor costs are proportionately 
high, costly development of new models of aircraft, and keen competition. 

The proposed return of 2.5 percent on debt capital is patently inadequate. 
American and TWA, for instance, are paying 3 percent for capital raised under 
most favorable circumstances when the market was near its peak. United is 
paying 3.5 percent. Many of the other carriers are paying as much if not more. 

But, investors are often unwilling to pay face value for a security which pays 
only 3 or 3% percent. The selling price must be reduced so that the rate of re- 
turn on the amount actually paid for the security will be substantially in excess 
of the stated interest rate. Two examples come to hand. American’s 3 percent 
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sinking funds due in 1966 have given the holders a 5-year average yield of 4.05 
percent. Another example is that of Capital’s 3% percent debentures due in 
1960. The 5-year yield to investors of these has been 8.23 percent. No other 
proof is needed that the proposed 2.5 percent return on debt is unrealistic. 

The combined return of 6.4 percent is similarly inadequate. Average return 
on all securities for the country’s manufacturing companies is 14.5 percent. The 
average for all industries is about 11 percent. In the only major industry with 
a smaller actual combined earning figure than that proposed for the airlines, 
namely electric utilities, revenues are highly stable, there is little effective compe- 
tition, and regulatory policies virtually guarantee an adequate return. 

The airlines must compete for capital with other industry. They cannot in- 
terest an investor simply by assuring him that they receive a fair return on their 
investment. They must offer him a prospect of stability and earnings comparable 
to that of other markets for his investment dollar. In the opinion of competent 
financial people, the feast-or-famine record of the airlines, coupled with a return 
of 6.4 percent, is not likely to be attractive to the average investor. 

Even if the attempts to determine the cost of carrying the mail in 1949 and 
1950 had produced figures bearing a closer relationship to the proposed 42-cent 
rate, it still would not follow that those figures are a rational or realistic basis 
for determining rates for the future. 1949 and 1950 cost levels bear little resem- 
blance to those experienced today, and I would not be willing to predict that the 
cost of living or the cost of doing business would remain at the 1949 and 1950 
level for 3 years beginning July 1, 1952, the period during which the 42-cent 
rate would remain in effect under 8. 1657. The prices you gentlemen are paying 
for groceries today are not the same prices you paid in 1949 and 1950. The 
price you pay for almost everything you buy is substantially above the 1949 and 
1950 levels. Precisely the same thing is true of the airlines. 

Labor costs, which represent approximately 50 percent of the total cost of 
operating an airline, have maintained a continued and substantial upward trend 
ever since the war. One of the Big Four carriers, for example, reports that in 
1948 the wages and salaries paid per employee amounted to $3,853. Current wae 
and salary levels, by contrast, represent an average rate per employee of $4,838, 
or an increase of approximately 25% percent. Significantly, however, the greatest 
gain occurred between 1950 and 1951, when the increase amounted to nearly 
20 percent. Clearly, the rising trend in labor costs has not been reversed and we 
see no prospect that it will be during the next 4 years. 

The same thing is true of the materials which an airline must buy to maintain 
its operations. Spare parts, office supplies and virtually every other items which 
goes into an airline inventory costs more today than it did in either of the past 
2 years. Since the war, the cost of fuel to the domestic trunk lines has increased 
from 13 cents per gallon to 18 cents—an increase of about 40 percent. Fuel and 
oil, including taxes, represented 9.6 percent of the total operating expenses of the 
domestic trunk lines in 1946. By 1950 the percentage had increased to 16.2. 
The same trend is evident in the costs of other parts, materials, and supplies. 
One of the Big Four carriers recently made a sample of its cost increases during 
the years 1947-50. It found that the increases in the prices of various items ranged 
from 8.7 percent in the case of office supplies and printing to 93.7 percent in the 
case of propeller parts. Additional examples of the increases are as follows: 


Percent 
Engine parts_---- : Angasiie Te dad i an a Sie 47. 4 


Instrument parts - kes ees 75 is Tere 
Radio and electric parts_- stoi ali Se eichinc las Syste ie . 28.9 
Hand and power tools and gages_ - - - - hegtatesl Kise Bars . 34.6 
Aircraft tires_-- ~~ -- Seinetsieteceqns Weaken Giles cies Aslan: eben oe fad ae 6 


And while we cannot be critical of the efforts of the Government to stabilize 
prices, neither should we risk the existence of our air transport system on the 
assumption that those efforts will be successful. 

Perhaps one of the most dramatic illustrations of the rise in airline costs is 
what has happened to the price of airplanes. American Airlines has recently 
pointed out that if it were to purchase today precisely the same fleet which it 
is now operating, it would have to spend $65,000,000 more than it paid for its 
fleet in 1946, 1947, and 1948. 

The significance of this is tremendous. The depreciation policies followed by 
most businesses rest on the assumption that by depreciating capital assets over 
their useful life, the business will recover the capital invested in those assets and 
be able to replace its capacity as assets wear out. In other words, normal cor- 
porate accounting is designed to permit a company to maintain its capacity at 
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the same level without increasing the investment in the business, either by raising 
new capital or by plowing back earnings. Airplanes are, of course, indispensible 
to the operation of an airline, and a very substantial proportion of an airline’s 
investment must be maintained in airplanes. Because of the sharp increase in 
the price of new airplanes, present depreciation policies will not enable an airline 
to maintain its existing capacity without increasing its capital investment sub- 
stantially. If American Airlines were to take the capital now invested in its 
present fleet and attempt to purchase new airplanes of the same type and in the 
same proportion, it would suffer a loss of capacity of nearly 40 percent. 

That means that if the trend of the last few years is to continue—and who can 
say that it won’t—American Airlines must, in order to maintain its present 
capacity, either raise very substantial amounts of additional capital or, set aside 
nearly $65,000,000 of earnings to supplement its normal depreciation reserves. 

To predict that the airlines of this country can continue to provide air trans- 
portation for the next 4 years at the same costs as they experienced during the 
years 1949 and 1950 would, in the face of these facts, be dangerous. 
prediction underlies the 43-cent rate. 

It is perfectly true, of course, that unit costs have shown substantial declines 
during the past two vears but we cannot assume that the airlines can continue 
to hold the line in face of rising cost levels. Increased efficiency measures have 
about been exhausted and unit costs are now being held down by high traffic 
volume. All airline costs do not increase in proportion to the volume of traffic 
handled, and the airlines have experienced a very substantial increase in the 
volume of taffic, particularly since the Korean emergency began. Unit costs 
tend to vary inversely with load factors. To divide a realtively fixed factor 
(total costs) by a larger divisor (units of traffic carried) necessarily results in a 
lower cost per unit. 

Passenger load factors, in particular, have shown a marked increase since 
June, 1959, when the Korean emergency arose. There can be no doubt, however, 
that the higher load factors are directly related to the military activity and to in- 
creased business travel resulting from the stepped-up mobilization program. 
In the six months immediately preceeding Korea, the domestic airlines received 
$6,600,000 in revenue from military and Government travel combined. In the 
6-months period immediately following the outbreak in Korea, the same sirlines 
received $11,982,544 in revenue fiom the same sources, or an increase of 79.9 


Yet such a 


percent. A comparison of the first 5 months of fiscal 1950 with the first 5 months 
of fiscal 1951 eliminates any seasonal influence and confirms the emergency 
character of the traffic. Military revenues increased from $1,588,703 to $6,996.- 
149, or a jump of 340.4 percent. Combined military and Government travel pro- 


duced an increase in revenues of 117.9 percent. That the same factors have 
affected business travel is a certainty, even though no current figures are available 
showing the proportion of business travel relating to the emergency. 

To assume that the current high load factors will continue, however, would 
be to repeat the error which was made in 1945 and 1946—an error in which both 
the airlines and the Government shared. In the first place, there can be no 
assurance that emergency travel will continue at the present level. Certainly 
there can be no assurance that it will continue at the present level for the next 
4 vears. 

Moreover, any prediction that load factors will remain relatively constant 
disregards the tremendous amount of additional capacity which will be placed in 
service during the next 2 vears as the new aircraft now on order are delivered. 

One of the Big Four airlines has estimated that, by June 1953, the addition 
of new equipment will increase its seat-mile capacity by nearly 48 percent. 
Assuming that the volume of passenger traffic remains at its present high level, 
the addition of its new capacity would bring its passenger load factor down from 
its current 85.5 percent to 44.8 percent. And any reduction in traffic, of course, 
would reduce the load factor still further. 

In the face of such prospects, the only safe course is to assume that unit costs, 
as well as total costs, will rise. To assume otherwise and base a rate for the 
3 years beginning next July on current cost levels would be nothing short of a 
long-shot gamble. 

Whether the 42-cent rate is rationalized on a cost basis—as was done in the 
Board’s show-cause order, or is derived by the Ernst. & Ernst approach, it dis- 
regards a substantial element of expense which the carriers ineur. The cost 
figures developed by the Board’s staff include no allowance for advertising and 
publicity. Similarly, to derive the figure from the Ernst & Ernst proposal 
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requires the elimination of advertising and publicity expenses. In either event, 
the elimination is unsound and unfair. 

Advertising and publicity, like so many other airline expenses, is a joint cost. 
Much of it is directed to the entire service furnished by an airline, including mail. 
Much of it is directed to specific types of traffic. The mail service, like the other 
services, shares in the benefits resulting from advertising and publicity. 

Not only do the individual carriers make substantial contributions to the devel- 
opment of this type of traffic through their advertising and publicity, but for many 
years the Air Traffic Conference, on behalf of all of the carriers, has carried on a 
promotional campaign, in cooperation with the Post Office Department, to adver- 
tise and promote the air mail service. To disregard this type of expense simply 
because the Government intervenes between the user of the service and the carrier 
is no more rational than it would be to say that the carriers should not advertise 
their express service when the Railway Express Agency is their sole customer. 
In both cases, the public is the real user of the service, and to the extent that they 
patronize the service, the carriers benefit. 

It seems pretty clear, therefore, that the proposed base rate of 42 cents cannot 
be justified, even on the cost approach which was used by the Board and which 
has been so strenuously supported by other interests, many of which are known 
to be adverse to the airlines. The 42-cent figure is below the allocated costs as 
determined by the Board’s own staff. It is a figure which is just as unrealistic 
as the fictional airline, created by the Board’s staff, which-flies fractions of air- 
planes and carries passengers in cargo pits. It is not a figure which should be 
used to compensate real airlines which provide a real and useful service to the 

yublic. 

The balance of the rate structure proposed in S. 1657 likewise illustrates the 
dangers of attempts to arrive at a fair and reasonable. rate through legislative 
procedures. The bill proposes that a rate of 150 percent of the base rate be 
applied to carriers who are classified by the Board as ‘‘regional or secondary”’ air 
carriers. Thus a rate of 50 percent above the base rate would be applied to a 
group of carriers which, if the Board follows its traditional classification, would 
include the 12 domestic trunkline carriers (other than the Big Four) and possibly 
also the 2 intra-Hawaiian carriers. (We realize that, as part of the specifications 
for the Ernst & Ernst study, this committee made a classification which would 
group a substantial number of these carriers with the local-service carriers, rather 
than with the other smaller trunkline carriers. However, since the classification 
is left to the Board under the bill, there is no assurance that the Board would 
follow the committee’s proposed classification, rather than the traditional group- 
ing which has been followed informally, at least, for many years.) 

The group to which the 150 percent rate would apply is one which contains 
within itself variations at least as great as those which distinguish it, as a group, 
from the Big Four. The average revenue-ton-mile costs, for example, of this 
group of carriers ranged from 47.9 cents to 87.9 cents for the year 1950. That 
is a far greater variation than existed, either among the Big Four, or between the 
average of the Big Four and the average of the regional group. 

Moreover, it is almost certain that, by any reasonable method of allocation, 
‘his group of carriers would show higher costs for carrying the mail than their 
average costs for all types of traffic. The revenue-ton-mile costs mentioned 
above are necessarily diluted by the relatively high passenger load factors which 
these carriers, like others in the industry, have experienced during the past year 
in particular. Mail loads handled by these carriers, on the other hand, are rela- 
tively light. (1 have already given you the rather startling figures on mail loads 
reported by one of the largest carriers in this group.) As a result, the unit cost 
of carrving the mail would not be diluted to the same extent as either passenger 
unit costs or total unit costs. 

Furthermore, the unit costs, whether for mail or any other type of traffic, 
incurred by these carriers would normally be higher than those of the Big Four. 
By and large, the regional carriers do not serve as high-density routes as the Big 
Four serve. They are predominently shorter-haul carriers than the Big Four. 
The more frequent landings which they make result in a higher proportion of 
terminal costs than in the case of the Big Four who operate longer flights. And, 
as is demonstrated in the Ernst & Ernst report, the more frequent stops result 
in an increase in flight costs, as well as in ground costs. These landing costs, 
according to the Ernst & Ernst report, range from $10 for a DC-—3 (operated 
by a trunk-line carrier to $150 for a B-377. 

It seems perfectly clear, therefore, that, while the cost of handling mail, as 
well as other types of traffic, will normally be higher for this group because of their 
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relatively short-haul, light-volume type of operation, the differences within the 
group are as great or greater than the differences between the average of the 
group and the Big Four. Whether these differences are adequately reflected by 
a 50 percent higher rate, we are not prepared to say. It may be that it or some 
other percentage variation in the rate itself would give adequate consideration 
to the differences. It may be, on the other hand, that the differences could be 
better compensated for by a progression in the minimum weight, or by some 
separate provision for terminal costs. Or it may be that the variations within 
the group are so great that further classification would provide the only solution. 
We do not feel that on the basis of information which we have been able to develop 
in the relatively short time since the bill was introduced, we can judge whether 
the 50 percent relationship proposed in the bill adequately and accurately com- 
pensates for the differences between this group and those who would receive the 
base rate only. We do think that the number and nature of the differences are 
such that they present a problem peculiarly appropriate for reference to the 
administrative process. To attempt to apply a single solution to a group varying 
so widely within itself is to run the risk of providing no solution at all. An average 
of widely separated extremes is likely to be a purely academic figure without 
practical significance. That risk, we feel, exists in the proposal here and we 
strongly urge that the problem be resolved through resort to the administrative 
process, rather than by reference to normal legislative procedures. 

Many of the same comments can be made with regard to the third group which, 
under the bill, would receive a rate of 200 percent of the base rate. There are, 
at the present time, 17 carriers who are normally classified as local-service carriers 
by the CAB. And, as noted previously, this group mizht be expanded consider- 
ably, if, as this committee instructed Ernst & Ernst, additional carriers in the 
trunk-line group were to be classified as local-service carriers for rate purposes. 
However, even disregarding that possibility, the local-service classification is the 
largest of the three, as far as the number of carriers involved is concerned. And, 
again the variations within the group are as great or greater than those between 
the average of the group and other groups. 

There is no question, of course, that the differences between the group, as a 
group, and the other groups are marked. In 1950, for example, the averaze 
trunk-line passenger traveled 487 miles and paid an average fare of $26.80. On 
the other hand, the average local-service patron flew 203 miles for which he con- 
tributed $10.96. More significant, however, from a cost standpoint, was the 
average length of hop, which in the case of the domestic trunks ranged from 150 
miles in the ease of the regional lines to 325 miles for the Biz Four. The averaze 
flight of the local-service carriers was between 65 and 70 miles. Obviously, with 
such a short hop, the local-service carriers could hardly be expected to have low- 
unit operating expenses. 

With respect to load factors, the discrepancy was quite pronounced. Trunk- 
line carriers in 1950 had an average passenger load factor of 62.7, the individual 
load factors ranging from 44.2 to 69.7. The local-service carriers as a group 
averaged 32.9, with a range from 16.5 to 46.2. In other words, their average was 
not much more than half. the trunk-line average, and the hichest load factor ex- 
perienced by a local-service carrier was only slightly above the lowest trunk-line 
load factor. With respect to ton-mile load factors, the local-service carriers 
averaged 3.69, compared to a trunk-line average of 57.22. 

One other illustration will serve to show the nature of the problem involved. 
A number of points are served by the local-service carriers on a flag-stop basis. 
A flight will stop at such a point only if there is traffic to be discharged or taken 
aboard. It is not unusual for a local-service carrier to stop at a flag stop in order 
to discharge or pick up a mail sack, weighing only 2 or 3 pounds. If the 
flight is made with a DC—3, according to the Ernst & Ernst report, it costs a 
minimum of $7 to make the stop. Yet, in order to earn even 84 cents for hauling 
a 2-pound mail sack, the carrier would have to haul it 1,000 miles, an occurrence 
which is most unlikely on a carrier serving communities located but a few miles 
apart as a rule. 

Again, we do not feel competent to say that 200 percent of the base rate is or is 
not adequate compensation to the 17 or more carriers in this group for hauling the 
mail. fe have the greatest difficulty in believing that a problem as complex as 
that presented by these carriers is capable of such a simple solution. This is the 
type of problem with which an administrative agency is particularly well equipped 
to deal. It is not the type of problem which the Congress normally attempts to 
solve, and we do not believe that Congress should attempt to deal with this one. 
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Minimum loads 


S. 1657 provides that in computing the weight of mail for purposes of com- 
pensation a 100-pound minimum shall be observed. This is intended presumably 
as a device for compensating the carriers for the maintenance of stand-by facilities 
and service which is available for use by the Post Office Department at light- 
volume points. The 100-pound minimum, as provided in 8S. 1657, is lower than 
the minimum which has prevailed in the past. Beginning with the Air Mail Act 
of 1934, the minimum was established at 300 pounds. The mail rate orders of 
the Civil Aeronauties Board continued the 300-pound minimum for all but the 
largest carriers.. This minimum seems to have been long regarded as an appro- 
priate measure of the stand-by value of the air transportation service. It is 
analogous to the principle established in the Railway Mail Service, where the 
smallest unit that can be purchased by the Post Office Department is a 3-foot 
section in a mail car, or about 120 cubic feet of space. The minimum stated in 
the bill should be increased to at least 300 pounds if the airlines are to receive as 
favorable treatment as the railroads. The space the Postmaster General must 
buy in a railroad car is roughly equal to a 1,000-pound minimum. To state it 
another way, the 100-pound minimum would be equal to about 6 cubic feet as 
against the railroads’ 120 cubic feet. 

We recommend for these reasons that the committee reexamine the 100-pound 
minimum in order to determine whether it is adequate to compensate the carrier 
for stand-by service. 


Duration of rates 


S. 1657 requires that any rate established shall remain in effect for 3 years, 
and that the Board shall reexamine it at the end of the period specified. In 
our opinion, this provision has two defects. In requiring the Board to reexamine 
the rates every 3 years, the carrier and the Board may be involved in extensive 
administrative proceedings when there is really no necessity for reexamining the 
rate. Actually, the practical effect of the requirement may be to promote virtually 
continuous industry-wide rate proceedings, since it might well take 2 years of 
the 3-year period to complete a particular case. 

On the other hand, at the present stage of the development of the air transport 
industry it seems unwise to prohibit the Board from making rate adjustments at 
less than 3-year intervals. By reason of changes in economic conditions and the 
financial condition of carriers, it may be essential to revise the rates more fre- 
quently than that. We hope that it will not be necessary—that stable revenues 
can be produced from mail over a long period of time. The financial history of 
the airlines since the war, however, gives us every reason for being cautious about 
forecasting on this subject for any period, let alone a period as long as 3 years. 
Here again, we hope that the committee will permit the Board to meet these 
problems as circumstances warrant—to permit rates to remain in effect as long 
as possible yet be in a position to alter them if change is necessary. 


Subsidy 


Up to this point our entire statement has been devoted to a discussion of the 
method of fixing fair and reasonable compensation for the transportation of mail. 
We now turn to a discussion of the provisions of 8. 1657 which deal with subsidy. 

The major new issue presented by 8. 1657, insofar as it affects subsidy, is the 
so-called community approach. The bill contemplates that at least the subsi- 
dized carriers will maintain the necessary records so tha‘ in applying for subsidy 
they can inform the Board as to the stations at which they are incurring losses 
and the extent to which those losses will be made up by the subsidy applied for. 
It is also apparently contemplated that the Board will give this information to 
the appropriate committees of Congress when it seeks appropriations to pay sub- 
sidy to the airlines. 

From time to time in the past, scheduled airlines have pointed out that the 
necessity for granting subsidy to the airline industry resulted in part from the 
necessity of providing a regular Nation-wide service, not only to communities 
which pay their way but also to communities which, at this stage of the develop- 
ment of air transportation, are not able to do so. A large portion of thé Ernst « 
Ernst report is devoted to an examination of this particular characteristic of the 
air transport industry. The conclusions of the report are dramatic proof of the 
airlines’ contention. The report shows that of 503 cities served by the air trans- 
port industry in the United States, only 55 pay their way. 

S. 1657 proposes, in effect, that this report be kept up to date in order that in- 
formation as to the classification of various communities can be continuously 
available for use by the Board and the appropriate committees of Congress. Un- 
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fortunately, I cannot state at this time the views of the airlines of this proposal. 
Some of them, I know, consider the proposal to be asound one. Others are doubt- 
fulaboutit. Still others, and probably the majority, were not sufficiently advanced 
in the study of the proposal to be able to give a final answer. I can report two 
general comments with respect to the Ernst & Ernst report and the provision of 
the bill now under discussion, neither of which is a fundamental criticism of the 
approach. 

n the first place, many airlines in reviewing the Ernst & Ernst report have 
found that the appraisal of the profitability or unprofitability of a particular station 
differs markedly from their appraisal based upon their day-to-day efforts in serving 
a particular community. Consequently, it may be necessary, as time passes, to 
refine further the formula by which the characteristics of particular communities 
are to be determined. 

In the second place, many airlines express concern that the development of 
information as to the characteristics of a particular city might lead to the con- 
clusion that by eliminating the city from their system they could save the amount 
of money said to be lost in serving the community. I think the Ernst & Ernst 
report makes it clear that this is not the case, since their formula for assigning 


expenses and revenues to particular stations includes an assignment of system 


overhead which would presumably not be saved merely by the deletion of one 
particular station. In addition, the formula for assignment of revenues is such 
that the deletion of a particular station might result in the loss, not merely of 
the revenue assigned to the station, but also other revenue assigned to another 
station to and from which the traffic was moving. If we are in error in this under- 
standing, we would appreciate being informed. 

Another concern expressed by the airlines is that the service to losing com- 
munities would be regarded as the only justification for the granting of subsidy 
to airlines that needed it. As a matter of fact, the chairman’s press release 
which accompanied the issuance of the Ernst & Ernst report and the bill now 
under discussion indicates that service to losing communities may be the only 
justification for subsidy. Without attempting to discuss fully all of the elements 
which justify the granting of subsidy to airlines, it is sufficient to say that while 
the performance of a Nation-wide service available to all of the country’s citizens 
is an important reason for subsidy, probably the major reason is the maintenance 
of an air transport system available as an auxiliary to the national defense. We 
recognize that in previous hearings before this committee representatives of the 
Department of Defense have stated that they can put no monetary value upon 
the defense contribution of the air transport industry. They probably cannot, 
but when an emergency arises, the national-defense value of the industry is 
infinite. The industry’s readiness for air transport service at the beginning of 
the last war was of incalculable value. The increased readiness of the industry 
at the present time is even more valuable. Its swift, effective, and unquestioning 
performance at the time of the beginning of the Korean airlift does not have a 
price-tag on it either, because none can be computed. Thus, the service to com- 
munities which cannot pay their way joins with the readiness to serve the national 
defense in justifying whatever subsidies the air transport industry needs. 

We have a few detailed comments upon the new subsection (a) of section 406, 
which specifies the method of applying for and securing subsidy payments. The 
present law provides, in effect, that subsidy is to be granted to meet the needs 
of the national defense, the postal service, and the commerce of the United States. 
In revising this provision the postal service has been deleted, presumably on the 
assumption that no subsidy would be granted to aid in the development and 
improvement of the postal service. We recommend that the postal service con- 
tinue to be one of the three objectives of subsidy. The Post Office Department 
will, of course, pay a fair and reasonable rate for the transportation of mail. 
However, the postal service will inevitably be benefited by general improvements 
in air transportation, in equipment, in operating procedures, and expansion in 
the scope and character of the service. here may well be instances where the 
postal service will be the major beneficiary of a proposed new type of operation, 
and it will not be possible, under the statute, for the full cost.of this develop- 
mental effort to be included in a fair and reasonable rate for the transportation 
of mail. For these reasons, we recommend that an appropriate amendment be 
made to subsection (e), which would recognize the postal service as one of the 
beneficiaries of subsidy. 

The new subsidy provision seems to contemplate that in fixing subsidy pay- 
ments the Board shall also establish a period of duration for these payments. 
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At the end of this period the payments would have to be reviewed on the basis 
of a new petition to be filed by the carrier. We recommend that this provision 
be altered to the extent necessary to permit the Board to fix subsidy payments 
for an indefinite period, thus permitting the Board to maintain a constant review 
of the carrier’s operations, and either increase or decrease the amount of the sub- 
sidy when circumstances warrant. While the certainty to be achieved by the 
establishment of a specified period of duration would be valuable, we believe 
that this advantage is outweighed by petty serious disadvantages. The industry 
has not had a stable financial history. The past 5 years have been characterized 
by violent fluctuations in costs, revenues, and net incomes. It is entirely pos- 
sible that these fluctuations will continue. Consequently, establishing subsidy 
for a fixed period might result either in the bankruptcy of the carrier or in a very 
substantial overpayment in Government funds. On the other hand, if the Board 
seeks to eliminate these difficulties by setting a very short period for subsidy 
payments, as the Board might well do, the carriers and the Board would be 
required to go through many needless subsidy proceedings. 

‘furning now to subparagraph (2) of subsection (e), this paragraph authorizes 
the Board to withdraw subsidy from a carrier, notwithstanding the fact that the 
Board has determined that the public convenience and necessity require the 
service. Since this section in effect would authorize what amounts to revocation 
of certificates of the smaller and financially weaker carriers, it is one which must 
be considered and drawn with great care. As I stated before, the power under 
this paragraph should not be exercised on the assumption that the withdrawal of 
service from a community will save in subsidy the exact amount attributed to 
that community as a loss—or any amount, for that matter. The Board should 
not be permitted to use this provision to reverse a decision to the detriment of a 
carrier, to issue a certificate of convenience and necessity when all parties realize 
that the service cannot be operated without a subsidy, and then a short time 
later withdraw the subsidy, leaving the carrier with a substantial investment, 
with which he can do nothing. The statute should insure an airline a fair oppor- 
tunity to develop the service authorized. Otherwise, it will be impossible for 
these smaller carriers to finance themselves with this broad power hanging over 
their heads and the heads of their bankers. 

The bill already includes other necessary procedural safeguards. However, 
the provision authorizing the carrier to abandon service seems to us to be some- 
what too strict. The purpose of the provision could be met by authorizing the 
carrier either to abandon or suspend service, since he might wish to suspend 
service temporarily in order to adjust himself to the new circumstances arising 
out of a withdrawal of subsidy. In addition, he should be given more than 6 
months—a year, possibly—to determine whether he desires to suspend or aban- 
don the service from which subsidy has been withdrawn. 

Another problem arising out of the subsidy provisions of the bill which has been 
discussed considerably by the carriers is the method of payment. 8. 1657, as well 
as all the other bills pending before the committee except 8. 1757, provides for 
separate payments—the mail compensation by the Post Office Department and the 
subsidy by the Board. We have considered the possibility of having the Post 
Office Department disbursing organization utilized for the payment of subsidy, 
as well as mail compensation. This was the recommendation of the Hoover 
Commission. The Commission recommended that, while the subsidy appropria- 
tions should be separate, those appropriations should be transferred to the Post 
Office Department and the carriers paid by that Department. At first blush that 
type of procedure appears to be at least unorthodox, but on further examination 
there is much to be said for it. A very substantial sum of money would be saved 
by avoiding the necessity of establishing in the Civil Aeronautics Board the neces- 
sary disbursing organization—the cost estimated as high as $50,000 a year. The 
present disbursing organization of the Post Office Department could, presumably, 
handle these disbursements without additional help. Also, it would be of assist- 
ance to airlines that were receiving both mail compensation and subsidy to deal 
with only one disbursing organization, to submit one voucher, and to receive one 
check. The objectives of the legislation could be achieved by having the Board 
secure the appropriation and transfer the necessary funds to the Post Office 
Department from time to time. 

This concludes the analysis of our views on S. 1657. I will conclude my state- 
ment by commenting briefly on the rest of the bills that are pending before the 
committee. 
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Review of S. 535 


We have examined 8. 535, which deals solely with the problem of subsidy 
separation in the international field. This bill does not have the endorsement of 
the air-transport industry. A major principle contained in that bill is provision 
for the payment of a construction differential subsidy. While the experience of 
the American merchant marine has seemed to justify the provision in the Mer- 
chant Marine Act of 1936 for such a subsidy, we do not believe that this policy 
can be applied at the present time to international air transportation. The air- 
lines are now competing internationally, for the most part, against American- 
made equipment, and consequently they are not faced with a construction differ- 
ential. Moreover, if the time comes when American manufacturers are not 
making the best available transport equipment, the American-flag airlines will, 
unlike the overseas merchant marine, be free to purchase that equipment. 

The other major points in 8. 535 relate to the payment for the transportation 
of United States mail in international service at the prevailing Universal Postal 
Union rate, and the payment of an operating differential subsidy. These prin- 
ciples have been the subject of a great deal of discussion among the international 
carriers, and no agreement has been reached. Consequently, those issues will be 
discussed by individual carriers. 

Review of S. 1757 

As I stated at the outset of my testimony, S. 1757 was drawn by the airlines 
and introduced by the chairman at our request. This bill is designed to accom- 
plish the purpose of subsidy separation with the imposition of the least possible 
burden upon the Government and the carriers. The fundamental purpose of 
subsidy separation is to make clear to the Government agencies, the Congress, 
and the general public the amount of subsidy which is being granted to meet the 
needs of the air-transport system, and each individual carrier which forms a part 
of that system. As far as domestic operations are concerned, the carriers have no 
objection to this disclosure. As we have previously pointed out at length, we do 
object to accompanying that disclosure with many new, unprecedented, and 
burdensome requirements which are not necessary to the accomplishment of the 
objective of subsidy separation. 

S. 1757 provides, in effect, that the Board shall continue to fix mail rates as it 
has in the past, based on a review of the financial condition of the carrier’s entire 
operation. A rate will be fixed as it is now, to provide the carrier with fair 
compensation for the transportation of mail plus any additional amount which 
may be necessary to continue the development of the air-transport system. 
In determining the portion of that payment which consists of just compensation 
for the transportation of mail the Board will have the same discretion the Inter- 
state Commerce Commission has with respect to fixing mail rates, and that the 
courts have said is appropriate in fixing just compensation for any service or 
property required to be performed for or delivered to the Government. 

If no additional amount is necessary to meet the needs of the carrier, there 
is, of course, no subsidy to be disclosed. If an additional amount is to be provided, 
the Board should state in its mail-rate order what this additional amount is. 
Thus, the Congress, the Government, and the publie will be informed as to the exact 
amount of subsidy the carrier is getting, and the basic purpose of subsidy separa- 
tion will be accomplished. 

The bill provides that appropriations for these subsidy amounts will be made 
to the Board, and transferred by the Board to the Post Office Department, which 
will carry out the mechanical function of actually making the payment. Thus, the 
budget of the Post. Office Department will be freed of the subsidy payments, and 
the Postmaster General will be freed of the responsibility for supporting them. 

This bill is strictly in accordance with the letter and spirit of the Hoover 
Commission recommendation, and it is the only bill pending before the committee 
which has this virtue. It has the futher virtue of permitting the Board to place 
the new system into effect in a minimum of time, thus meeting an objective which 
has been uppermost in the minds of many Members of the Congress. We 
earnestly recommend to this committee that in considering legislation on this 
subject, careful consideration be given to the advantages of 8S. 1757. 

Summary 

Our studies of the various bills pending before your committee have led us to 

the following conclusions, which have been set forth at length in our statement: 


Subsidy separation in the domestic field is sound in principle and should be 
accomplished as promptly as possible. Subsidy separation in the international 
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field is unsound in principle, because it will damage the interests of the carriers 
and the Government in the development of an international air-transport system. 
S. 436 and 8. 1137 should be rejected by the committee. Both include a require- 
ment that mail rates be based strictly on cost—a principle which we vigorously 
oppose for reasons stated previously at length. They both include a requirement 
that the carriers’ accounting systems be completely revised to reflect cost alloca- 
tions to classes of traffic. his requirement is burdensome and expensive, and 
the information developed would be inaccurate and useless. In considering 
S. 1657 we have recommended that the policy of fixing rates in a statute not be 
adopted, that a statutory maximum on mail rates not be included, and that no 
mandatory period be established for the duration of a mail rate. As far as the 
subsidy provisions of S. 1657 are concerned, we have suggested that the postal 
service continue to be one of the objectives of subsidy, and that certain detailed 
modifications be made in those provisions. 

We have invited the attention of the committee to S. 1757—a bill which we 
believe accomplishes all of the purposes of subsidy separation in the domestic 
field, with a minimum of expense to all concerned. 

Mr. Tipron. Thank you, sir. 

I have already presented the industry’s views with respect to the 
separation of subsidy in the international field at an executive session 
held sometime during the last week. I presented them very briefly 
but I do not intend to devote any time during this appearance before 
the committee to a discussion of that subject. I would like permission, 
however, Mr. Chairman, to expand the remarks for the record of that 
executive session in view of the fact that I merely outlined that posi- 
tion at that time. 

The CuarrMan. You mean, that you want to expand what you 
said at that time? 

Mr. Tipron. That is right. 

The CHarrman. Do you want to do that today? 

Mr. Treron. I would like to file a written statement. 

The CuarrMAN. Yes, that will. be very agreeable. In fact, I 
think we want to talk with you again on that subject in executive 
session. 

Mr. Tieton. We will be very glad to do so. We will appreciate 
an opportunity to discuss that important subject im an executive 
session again. 

To begin the discussion of the domestic subsidy separation, I want 
to emphasize right at the outset that the airlines favor the separation 
of subsidy in the domestic field. 

Our position relates solely to the method by which that separation 
will be carried out. We have been anxious to have developed a piece 
of legislation on this subject which will be the least possible adminis- 
trative burden to the Government and to the carriers and that will be 
the sole burden of our discussion of this subject this morning. 

We have been anxious to accomplish that purpose, and in order to 
illustrate our ideas we have prepared a bill which you, Mr. Chair- 
man, were kind enough to introduce as S. 1757. We recommend that 
bill for prompt consideration and approval by this committee and 
enactment by Congress. 

We believe that it has many advantages. I will set forth those 
advantages in detail when I get to a discussion of the specific legis- 
lation before the committee, but before I do that I would like to spend 
a short time on bringing up to date the financial and operating condi- 
tion of the air transport industry. 

This legislation is an outgrowth of the committee’s investigation of 
the financial condition of the airline industry under Senate Resolution 
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50, and I believe it would be apenas and interesting to the com- 
mittee to have for the record a 


testimony in that investigation. 
At the end of 1948, the industry was in poor financial condition. 
Its record had not been good since the war, and this committee was 
concerned about it. The trend has changed now. 
Consequently, I would like to bring that record up to date, 


rief statement bringing up to date our 
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Mr. Chairman, that chart illustrates the net operating income and 
return on net assets for the entire industry. That includes trunk 
lines, feeder lines, and international for the entire period 1946-50. 

You will note in 1946, 1947, and 1948 the carriers’ financial con- 
dition represented by these very deep red bars. It was during that 
period that the industry was completely engaged in the reconversion 
of its operations after the war, the development of new aircraft and 
expansion of service, not only domestically, but internationally. 

After that period was over you will notice the net operating income 
of the industry climbing out of the hole it got into in 1947, gradually 
clearing in 1948, improving further in 1949, and at the end of 1950 
the carriers were making a comfortable profit over their expenses. 

Consequently, it can be said as shown by that chart that the 
industry has made very definite and clear financial progress during 
those 2 years, but it cannot be said that the industry is yet out of the 
woods. You will notice that the average return on the investment 
for the entire 5-year period is less than 1 percent, that the net income 
after taxes for the entire period is only $6,000,000 on net assets of 
over $675,000,000. 

You will note, also, at the end of 1950 the return on net assets was 
only, after taxes, 6.3 percent. We consider that very encouraging, 
and it gives us every reason to go forward and try to improve that 
picture. 
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Having been through the very difficult period represented there by 
the red figures we do not feel that we are out of the woods. I think 
the industry is very cautious about forecasting as to its future, but we 
do feel that it is encouraging. 

We thought that in view of your careful study of the industry, back 
in 1948 and 1949, that you would be interested and impressed by that 
record. 

The CHarrMan. On the net assets, do you mind giving us just a 
little breakdown of what that net asset item is? 

Mr. Tipton. The net asset item—did you mean in terms of carriers 
or in terms of the items included? 

The CHarrRMAN. Does it include the international carriers? 

Mr. Tipton. Yes, it includes international, domestic and feeder, 
territorial. 

The CuHatrrMan. The overseas, so-called? 

Mr. Trpron. Exactly. That is the net assets. 

The CuHatrMan. All certificated? 

Mr. Trpron. All certificated, thatisright. It is the net assets of the 
entire industry. 

The CuHarrMan. Does it include the cargo carriers who were certifi- 
cated? 

Mr. Tipron. It does not include the cargo carriers. It includes the 
members of the Air Transport Association, a list of which I submitted 
here. The freight carriers are not members of the Air Transport 
Association and I have. no information with respect to their financial 
status. 

The CHarrMAN. And is that $675,000,000 plus, a total of what 
ach airline claims as its net assets? 

Mr. Tieton. That is the total of the net assets as shown by the 
reports filed by the carriers with the Civil Aeronautics Board. That 
is taken from those official reports. 

The CuatrMan. The assets, of course, were not uniform from 1946 
to 1950? 

Mr. Tipton. No, that is an average. 

The CuarirMANn. That is an average? 

Mr. Tipron. That is an average of the entire period. In other 
words, the figure at the beginning was considerably lower and the 
figure ‘at the end is considerably higher. 

The CHArRMAN. So that is on the same plane as the net income 
after taxes? 

Mr. Trpron. That is exactly right. 

The Cuarrman, All right, you may proceed. 

Mr. Tipton. This chart, in our opinion, explains a good bit the 
improved financial picture ‘of the airlines, because it shows what the 
airlines have been able to do with their expenses per unit of service. 

The bottom green line shows the expenses per revenue ton-mile of 
the industry from 1946 to 1950. 
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On the top of the chart is the wholesale commodity price index 
which is about the best thing we could get as a general index of how 
prices have increased. You will note that while the wholesale price 
index has increased by 40 points or in that case approximately 40 
percent, the airlines have held their expenses per revenue ton-mile at 
virtually the same level they were in 1946. It is a record of which 
the airlines are proud by reason of the fact that it shows that they 
have been able through increases in efficiency, new equipment, and 
increases in traffic to beat the inflationary tre nds which have prevailed 
since the end of the war. 

I should say, also, before starting to discuss the next chart that that 
is a domestic chart and does not include the international part of the 
industry. 

The CHarrRMAN. Does it include the overseas? 

Mr. Tipron. No; it includes purely domestic operation. The 
reason it does not show the international is that the wholesale price 
index with respect to the international would not be as revealing in 
view of the fact that much of their material is bought in foreign 
countries. However, I can say that as far as the intern: ational ¢ arriers 
are concerned their expenses per revenue ton-mile have dropped since 
1946 from $1.02 to $0.745 which, in my opinion, is a tremendously 
impressive record. If the domestic carriers had permitted their 
expenses to raise along with the price index they would have gone up to 
61 cents a ton-mile. If the international had done that same thing, 
far from going down to 74% cents, they would have gone up to $0.125. 
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This chart is designed to illustrate the drop in unit mail compensa- 
tion over the period from 1940 to 1951. I have set it out over that 
period because of the distortion which was necessarily present during 
the war years, during which the airlines were operating a very smal! 
fleet, a large part of their fleet having been taken by the Government— 
they were operating on a priority oot 90, 95, and 98 percent load 
factors, with tremendous utilization on their equipment. 

As a result, mail compensation went far down during those years 
but they were distorted years, and years that can be relied upon to 
be a fair measure of the progress of the industry. If you take it over 
the entire 10-year period, you will find that the mail revenue per ton- 
mile, of the domestic carriers dropped from $1.98 in 1940 to $1.74 in 
1941, then begin the war years in which the mail compensation went 
far down, and the Post Office Department made a tremendous profit. 
Then after the war we have normal conditions, or comparatively nor- 
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mal conditions, being restored and the mail compensation continues 
that downward trend to $1.56, $1.43, $1.34, and it is estimated for 
1951 at $1.11. 

One point that should be recognized about that record, also, is that 
the 1948 bar on the chart is not only a postwar figure, but it, also, 
includes the financial results of a large group of new carriers which 
were introduced into the industry after the war and thus it is not 
strictly comparable with the two bars of the chart which were appli- 
cable before the war. 

The feeder lines were included in the industry after the war and in 
1948 the domestic trunk-line figure (the same carriers that were 
getting $1.98 and $1.74 before the war) would have been $1.27 in 1948, 
and $1.10 in 1949, and just about a dollar in 1950. I have no estimate 
for the anticipated mail revenue of the industry during 1951. Those 
figures, of course, as well as the figures for 1940-50 will be drastically 
affected by this $5,000,000 that the Big Four has, apparently, under- 
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taken to return to the Government, and will, of course, be affected 
bysthe greatly reduced future rate for the Big Four of 45 cents a 
ton-mule. 

This represents a similar record with respect to the international 
carriers. It is not as understandable, at least, in my opinion, as the 
one for domestic. The major reason is the violent change in the 
international air-transport system immediately after the war in which 
the services of a great number of additional carriers were added. 
And the services of all of our carriers were greatly expanded. 

It can be seen, however, that as far as the total period is con- 
cerned you have a reduction in mail compensation from $4.08 per 
revenue ton-mile of mail in 1946 to $2.61 in 1951. Those figures I 
should point out are subject to mail-rate cases now pending and 
consequently, we cannot be too certain as to exactly how they 
will eventually turn out. 
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One of the things that the airlines have done since the war which 
has been of great value to the commerce, to the development of the 
airlines themselves, and to the national defense is in the expansion 
of their fleets. 

You will notice in 1946—this is the total scheduled airline industry, 
international, domestic, Territorial—that they started out with a 
fleet of 516 aircraft. The vast majority of those aircraft at that 
time were of types that were even then obsolete. 

In 1947 that figure had grown substantially. 

In 1948 the number of aircraft had, also, built up, and in 1949 a 
slight increase in the number of aircraft and a reduction in the avail- 
able ton-miles that were actually scheduled by those aircraft. That 
reflects the introduction of new types of aircraft which, by reason 
of the fact that they were new and were in the process of being broken 
in, could not be utilized at the level that the old aircraft had. 
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You will see that condition being corrected during 1950, and as 
we go into 1951 it is being corrected further, and we anticipate that fa 
by 1952 we will have in the fleet 1,451 aircraft with available ton- th 
miles of almost 3 billion. 
The CHarrMan. The ton-miles is the total load carried? 
Mr. Trpron. That is the total capacity. 
The CuHarrMan. That is the total capacity in tons? 
Mr. Treron. In tons. There is one thing I should make clear 
with respect to that chart: that is not based on an automatic formula c 
of so many hours utilization per day, an assumed formula. It is : 
based on actual utilization, and that is the reason you have these se 
changes in available ton-miles. fe 
The CaarrmMan. What is the actual utilization? Do you mean : 
that is the tonnage carried? ; Ww 
Mr. Tipron. That is the tonnage actually available. 8( 
The Cuarrman. The tonnage capacity actually available? 
Mr. Trpron. That is right. » m 
This load-factor chart indicates the effect upon load factors since al 
the war, a rather violent drop from 1946 to 1948, leveling out then Si 
in 1949, and starting to increase. And when you consider this chart ri 
along with the other one, these load factors have held very well, 
considering the fact that from 1949 to 1950 the actual space to be fin 
occupied in the aircraft was increasing as it is expected to increase in se 
1951 and 1952. t« 
All of this material that I present by these charts reflects a vast in 
improvement. 
The CuarrMan. The top line is the domestic passengers? . pi 
Mr. Trpron. That is right. Pal 


The CuHairMan. That is the actual number of passengers carried? 
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Mr. Treron. That is the load factor in the aircraft. The load 
factor, of course, being the percentage of seats available in the aircraft 
that are actually occupied by passengers. 

The CuarrMan. In 1946 you had a higher percentage? 

Mr. Tipton. A very high percentage of 80. It dropped down. 


The CuarrMAN. You had very few seats? 

Mr. Trpron. Very few aircraft; that is right. 

The CHarrMAN. On the aircraft you did have very few seats? 

Mr. Trpron. That is right. 

The CuatrMan. In other words, if you would show in addition the 
seats available in 1946 and 1952 there would be a more marked dif- 
ference than the number 516 aircraft and 1,451 aircraft? 

Mr. Tipton. It would, indeed, because of the fact that the aircraft 
we had im 1946, I would guess, a major percentage of those, maybe 
80 percent, were DC—3’s with 21 seats on board. 

Now the percentage of the fleet of four-engine aircraft has changed 
markedly and the seats are now ranging from 50, 60, to 70 seats in 
an airplane, so that that makes the load-factor chart of particular 
significance, because that load factor has been holding steady and 
rising, notwithstanding the fact that many more seats are available. 

In brief that presents the vast improvement in the operation, the 
financial condition of the airlines, the vast expansion and amount of 
service that they are able to present. It makes a real contribution 
to the three objectives that the Civil Aeronautics Act has set up for 
industry. 

The citizens of the country who are interested in traveling and ship- 
ping have had this greatly increased capacity made available to them 
at a very slight increase in price over what they were paying in 1946. 
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The postal service has had the same thing made available to it, 
increased speed, increased capacity to carry out substantially larger 
volumes of mail. 

That has contributed to the improvement of the postal service, 
so far as air mail is concerned. 

At the present time, almost every one is focused on the needs of the 
national security. The airlines are no different from anyone else, and 
they are focused on that same objective, also, particularly since that 
is one of the objectives of the Civil Aeronautics Act to provide aid to 
the national defense through an air-transport system that is to be built 
up under that act. 

You will note from that chart that since 1946 until the present time 
580 aircraft have been added to the fleet, 580 aircraft that are con- 
siderably better than the 516 aircraft we started with. One thing 
that we must always keep in mind is that the expert organizations, 
maintenance, operations, traffic control, dispatch, communications, 
are all there together with each one of those aircraft. 

We had a dramatic indication of the importance of organization 
when the Korea airlift started. 

Sometimes we tend to think only of the needs of the national 
defense in numbers of aircraft, but at that time MATS had quite a 
number of aircraft. They had enough aircraft to put on the entire 
lift, but their staff had been so reduced in previous years that they 
were getting, as I recall, about 2.5 hours utilization per day out of the 
aircraft they had. 

They called upon the airline aircraft, about 40 of them, in the 
certificated airlines, to help with the Korean airlift. 

The organization was there—not only the aircraft but the organ- 
ization was there—to operate them at 8 or 9 hours’ utilization, so 
that actually as compared with the utilization MATS was then able 
to get out of their aircraft, the scheduled airlines were producing the 
lift of three aircraft to their one, or in that neighborhood. 

I emphasize that for the purpose of stressing the importance of the 
organization that goes with those aircraft. 

Those 600 aircraft and the equipment, facilities, personnel that go 
with them, are the airlines’ contribution to the improvement in 
national security since 1946. 

The Crarrman. On the aircraft for 1952, I presume that that 
includes aircraft that are under contract to be purchased? 

Mr. Trpron. Under actual contract to be purchased. 

The Cuarrman. And being built at the present time? 

Mr. Tipron. And will be delivered prior to the end of 1952. 

I would like now to turn to the specific bills which are under con- 
sideration by the committee. I will turn first to S. 436 and S. 1137. 

Both of these bills require that the rates of mail compensation to 
be fixed by the Civil Aeronautics Board shall be based entirely upon 
cost. 

S. 436 states that the rate shall not exceed the cost of performing 
the service. 

And S. 1137 provides that the rate shall be based upon such cost. 
There is, probably, not much difference between the two bills in that 
respect. 

In addition, the bills both require the Board within a short time to 
revise the carrier’s system of accounts so as to show an allocation 
among the four classes of traffic carried. 
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I will discuss the cost requirement first. We regard this cost re- 
quirement as unsound and strongly urge the committee to reject it. 

The cost requirement in S. 436 and S. 1137 would require the 
Board to make mail rates in the most complicated and burdensome 
way possible. The Board could not avoid going through long studies 
dealing with costs, receiving long studies from the parties to the case 
dealing with costs, hearing their arguments and debates as to the 
validity of particularly detailed cost allocations and generally taking 
endless time and the expenditure of endless man-hours to get a rate 
case settled. It will be impossible if this cost provision is inserted 
for the Board even to give consideration to simplified methods of mail 
rate making of the kind which has been suggested in studies by this 
committee and of the kind suggested the other day before the com- 
mittee by Representative Carl Hinshaw. There would be no possi- 
bility of considering that simplified method, that way of eliminating 
some of the burden of making mail rates. 

In addition, it would require the Board to make all mail rates on a 
retroactive basis. The provision says that the rates shall not exceed 
cost. Airline costs go up and down, not only from year to year but 
month to month, reflecting the internal business of the airline as well 
as the general economic condition of the country. That being the 
case it would be impossible for the Board to know whether they were 
complying with the statute or not until the costs had actually been 
incurred. They would have to wait until the costs were all in before 
they could make a mail rate. That is the cost-plus system, that you, 
Mr. Chairman, that the airlines and that the Post Office Department 
have found so objectionable on the ground that the airline never knows 
what it is going to get and the Government never knows what its 
obligations are. 

But even if these difficulties that I mentioned so far could be cured 
the cost provision would still be fundamentally wrong. The actual 
cost of transporting the mail cannot be determined, and even if it 
could, cost is not the only consideration which is relevant to the deter- 
mination of fair compensation. 

The problem that is involved in this legislation is one that Congress 
has often met before. It is a problem of giving an administrative 
agency guidance on how to fix rates. 

In the Interstate Commerce Act Congress met the problem of how 
to give the Interstate Commerce Commission a standard to guide it 
in fixing rates, and they put four separate sections in the Interstate 
Commerce Act which deal with this problem. And in not one of 
them is cost the sole determining factor for the rate. In all of them 
cost is mentioned as one of the factors that should be taken into 
consideration among many others. 

That decision by Congress followed the Commission’s own con- 
clusions as to how to make mail rates which it expressed in its annual 
report in 1887. It said then that rates could not be fixed on any 
mathematical basis, or upon any one factor, but they were a matter 
of judgment to be based upon many factors which were relevant to 
the making of a particular rate under particular circumstances. 

I would like to quote one of the Commission’s statements on what 
things should go into the making of rates, and I quote from a decision 
handed down in 1940. 


86630—51——_19 
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The CHarrMan. You are speaking of the Interstate Commerce 
Commission now? 
Mr. Treron. The Interstate Commerce Commission; yes. 


The question cannot, however, be answered by any mathematical test, for, as all 
who are well informed on the subject know, reasonable freight rates have in the 
past been determined, not by any close adjustment to a finely calculated cost of 
service, but by the exercise of a judgment informed by experience after consider- 
ation of various factors which are deemed to be pertinent. Comparisons of other 
rates on the same or similar commodities have played a large part in such de- 
terminations. Car-mile and ton-mile earnings have afforded a rough means of 
testing the relation of the rates to cost of service. The value of the service as 
reflected by the ability or inability of the traffic to bear relatively high rates with- 
out adverse effect on its movement and, at times, commercial or industrial con- 
ditions have been taken into consideration. The carriers invariably bring to our 
attention also any special or unusual services which are incident to the movement 
of the traffic. No formula can be applied to ascertain how much weight was 
given to each one of such factors by the Commission in arriving, in the exercise of 
its judgment, at the final result. 

Congress again encountered the problem of providing guidance for 
an administrative agency in making rates in 1916 when it passed a 
Railway Mail Pay Act of 1916. T ‘here they had the same problem 
that the committee has today, because they were dealing specifically 
with mail rates. No effort was made at that time to hold the Com- 
mission to a straight cost standard in making rates for the transpor- 
tation of mail by railroad. 

The Railway Mail Act merely enjoins the Commission to fix fair 
and reasonable rates for the transportation of mail by railroad. 

The CuarrMan. But the President has recommended a cost standard 
and the Civil Aeronautics Board and the Department of Commerce 
say they favor a cost standard. 

Mr. Treron. I recognize, Mr. Chairman, that the President and 
those agencies made ‘that recommendation. We think that that 
recommendation is unwise, that it will treat the airlines differently 
from the way other forms of transportation are treated, and that it 
will involve the Civil Aeronautics Board in endless litigation. 

I could understand some of those agencies taking that position, 
because the agencies I do believe have gotten a comforting but wholly 
false illusion as to the precision with which you can determine cost. 
It looks like a fine mathematical formula, all you have to do is to add 
up a column of figures, and that is it, but it does not work out that 
way. 

An Erns* & Ernst study points out that it does not work that way. 
That costs cannot be determined with sufficient precision to really rely 
upon in making rates. 

I think as a matter of fact, in answer to your question, that the 
Interstate Commerce Commission’s 1928 mail-rate decision has stated 
it about as well or better than I could state it. 

Here is what the Commission said in the process of making these 
rates: 

In connection with the cost studies under any of the plans for dividing the 
train space, it should be borne in mind that in computations of this character, 
where the direct allocations are relatively small and the great bulk of expenses 
and investment are necessarily divided, subdivided, apportioned and reappor- 
tioned, upon various theories and assumptions, the results cannot be accepted 
as an accurate ascertainment of the costs of service. At best, they are approxi- 
mations, to be given such weight as seems proper in view of all the circumstances 
under which they have been obtained, and the theories underlying the assump- 
tions and the various steps in the computations. 





nmerce 


or, as all 
ye in the 
d cost of 
-onsider- 
of other 
such de- 
neans of 
ervice as 
tes with- 
rial con- 
1g to our 
ovement 
ight was 
xercise of 


ince for 
assed a 
problem 
cifically 
ie Com- 
‘anspor- 


fix fair 
hk 
tandard 
mmerce 


ent and 
iat that 
Terently 
| that it 


position, 
t wholly 
ine cost. 
is to add 
out that 


hat way. 
sally rely 


that the 
as stated 


ing these 


viding the 
character, 
f expenses 
d reappor- 
e accepted 
re approxi- 
‘umstances 
le assump- 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 285 


That is a practical statement of the problems with which the 
Commission was then involved. They were in the middle of a rate 
case that they had just completed. And at this stage I might as 
well go further into that rate case, because it is about as good an 
illustration as any I have ever seen of the unwisdom of trying to rely 
as these two bills try to rely, upon cost as the sole standard. Here 
is What happened in that case: The decision itself is 50 pages long, 
most of it a rather futile discussion of the cost studies that had been 
presented. There were four. 

One cost study demonstrated that the railroads were entitled to an 
increase in mail compensation of 26 percent. 

Another demonstrated that they were entitled to an increase of 
25.2 percent. 

Another demonstrated that they were entitled to an increase of 7.4 
percent. 

And the final one which was developed by the Post Office Depart- 
ment at the last minute demonstrated that the railroads were already 
getting too much. 

The CuarrMan. What vear was that? 

Mr. Tipron. That was in 1928. That was the last railroad mail- 
rate decision prior to the litigation now going on. 

They discussed all of those cost studies and made the disparaging 
remark about them that I just read. And they said that the railroads 
were entitled to an increase of 15 percent. I am sure you will have 
noted that that 15 percent is not supported by any of the cost studies. 
That, it seems to me, is a practical demonstration of the unwisdom 
of trying to pursue this cost approach and relying upon cost as the 
sole standard when you have an instance where honest and consci- 
entious accountants will come up with studies which vary from zero 
to 26 percent. That does not recommend itself as a proper way for 
making rates. 

The CuarrMan. In addition to that, the railroad’s cost has not 
remained stable, either, that is, the railroad costs of operation from 
1928 to 1950 have trebled. 

Mr. Tieton. That is the case and they have been going through a 
mail-rate case down there for some time. I understand they have 
finally gotten some relief. 

There we have the situation as far as the railroads are concerned, 
and the Interstate Commerce Commission. 

Now we come to the other major mail carriers, the overseas 
merchant marine. 

In 1936, Congress was faced with precisely the same problem in 
dealing with the overseas merchant marine that they are now faced 
with in dealing with the airlines. The conclusion had been reached 
in Congress that the subsidy which was then being given to the 
overseas merchant marine through mail contracts should be separated. 
Consequently, they had the problem of paying them a fair and reason- 
able mail rate and working out a method for giving them a subsidy 
which would be disclosed in the appropriations. Congress did that 
in the Merchant Marine Act of 1936, but you do not find in the 
Merchant Marine Act of 1936 any complicated cost provisions or 
changes in the books of account dealing with the fixing of a rate for 
a: vessels that carry the mail. The Congress made no effort to do 
that, 
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They turned the problem over to the Postmaster-General and told 
him to fix a fair price for the transportation of the mail, which he did. 

And he now has in a very brief order the prices that he will pay the 
American flag and foreign flag vessels for the transportation of United 
States mail. 

The American flag and foreign vessels both receive the same rate. 
They are not based on cost. There were no complicated cost studies 
which preceded that order. Actually they are based upon the cates 
prescribed by the Universal Postal Union. 

Those are the two major mail carriers other than the airlines. 

In both of those cases cost has not been regarded as the determining 
factor, and there are good reasons for it. 

I have looked into the judicial principles which govern the establish- 
ment of fair compensation. As has been stated before in this com- 
mittee and as the committee knows, the airlines are required to haul 
mail. Consequently, that requirement being there, the Supreme 
Court has held that they are entitled to just compensation for the 
rendering of that service, just like anyone would be entitled to just 
compensation if the Government condemned his house. 

The courts in considermg condemnation cases of that kind have 
said this: The fixing of just compensation in those circumstances is 
a judicial question and not a legislative one. 

The leading case on that point which was reaffirmed, which was 
decided in 1892 and then reaffirmed in 1949, involved the condemna- 
tion of some locks on the Monongahela River. 

Congress, when they authorized that condemnation, put a proviso 
on it and said ‘‘But you must not compensate the owner of those locks 
for the franchise of collecting tolls.”’ 

Well, the locks were taken and the case litigated to the Supreme 
Court. The Court held that provision about not compensating the 
owner for the franchise to be unconstitutional and invalid. And in 
doing that they said as follows: 

By this legislation Congress seems to have assumed the right to determine what 
shall be the measure of compensation, but this is a judicial and not a legislative 
question. The legislature may determine what private property is needed for 
public purposes. ‘lhat is a question of a political and legislative character; but 
when the taking has been ordered, then the question of compensation is judicial. 
It does not rest with the public taking the property through Congress or the legis- 
lature, its representative, to say what compensation shall be paid, or even what 
shall be the rule of compensation. 

Now in a further pursuit of these decisions dealing with just com- 
pensation I inquired as to what the Court’s rule of compensation was. 
The Court had said that Congress could not adopt a rule of compensa- 
tion, what rule had the Courts adopted? They had adopted the rule 
that it is the value of the thing that is taken that governs the compen- 
sation and that cost is for all practical purposes, irrelevant. It 1s 
only referred to in rare instances where there can be no evidence of 
value. 

Consequently, we have a situation here where all authorities, the 
legislative, the administrative and the judicial have said that this cost 
provision should not be followed. Their decisions would lead to that 
conclusion. There are good practical reasons for all these three 
branches of the Government being unanimous on that particular 
doctrine. 
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And the real practical reason is that cost, as I have said, cannot be 
determined with sufficient precision to be the sole standard. The 
Commission has said that in the statement that I quoted previously. 
Ernst & Ernst in their recent study for the committee said that the 
determination of cost in this industry is impracticable because of the 
large percentage of joint costs. 

And just at that point I think that Ernst & Ernst’s conclusions 
particularly, are significant because they are cost accountants and 
you would expect a cost accountant to be the first one to allege that 
his particular art or skill was absolutely infallible, but we find that 
those cost accountants do not. They being practical men recognize 
the limitations of their profession and do not urge that when they get 
a figure written down at the end of the column it is unassailable and 
accurate. 

As I have said, in the airline business we have good reasons for 
concluding, as Ernst & Ernst have concluded, that the determination 
of cost is impracticable, because 80 percent of the total airline costs 
on the average for the whole industry are joint costs which are in- 
curred for the benefit of all of the classes of traffic simultaneously. 
Consequently, you have 80 percent of the total cost of a particular 
airline or the industry which must be allocated on some arbitrary 
basis. 

Here is an example: One of the big items of expense is the compen- 
sation for flight crews. When they fly and get paid for it and the 
airline incurs that expense the crews are flying an airplane which car- 
ries all four classes of traffic. How do you ‘divide the crew pay-up 
among those four classes of traffic? In any event, you have to pick 
some average or formula for doing it, and I suppose that formula 
might be on the basis of the space ‘occupied by the various classes of 
traffic. 

But if that were done, you would give no effect to the weight of 
the traffic and in an airplane that is important. 

You could go over to the other side of-the formula and say, ‘All 
right, we will divide it upon the basis of the weight of the traffic 
carried. That would, in turn, ignore the space factor because space 
in an airplane is also at a premium and should be considered. 

You could work out a formula by which you would give some 
weight to one and some weight to another, but when you did you 
would not reveal true cost, because that formula necessarily would 
have to be an arbitrary one. 

Another question that has plagued the cost accountants is how do 
you divide up the unoccupied space and weight capacity of an air- 
plane. 

Somebody has to pay for that. You can distribute it in a variety of 
different ways, but when you get through distributing it, it is still 
based upon an aribitrary toll 

Another problem is who pays for the cost of making stops? Some 
of those stops are primarily in the interest of the Post Office Depart- 
ment. Others have little relationship to the postal service. How 
do you divide up the cost of making stops? 

Here again you have to pick out some arbitrary method to do it. 

I have picked a lot of examples here. I picked crew pay, for 
example, which actually is reasonably simple. It is when you get 
into the treasury department of the airline and the other general 
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overhead items when the situation really becomes difficult, and the 
answer is based entirely upon arbitrary formula after arbitrary formula- 
Those costs can be distributed. Of course, they can. You can 
reallocate and allocate and distribute and go through all of that 
maneuvering but when you have done it you “do not know what you 
have. 

The Board tried to do that in the Big Four case which has just 
been settled. They went through, I believe, 2 years, off and on, work 
by their accountants; 2 years’ work by airline accountants. Thou- 
sands of man-hours were put into it. "They produced that stack of 
exhibits over there and I would say for the record that it is, prob- 
ably, 3 feet high and a foot and one-half wide and probably weighs 
i50 to 200 pounds. That is packed full of figures. And when thes 
had completed all of that, with all of that expenditure of time and 
money, they still did not hav e firm figures as to what it cost to trans- 
port the mail. 

And as Ernst & Ernst have said, they have tried to do something 
there that actually is impracticable. 

I have mentioned another reason why cost cannot be relied upon 
as these bills would rely upon it as a sole criterion for the making of 
rates. It is not the only element that should be taken into account 
in fixing the fair price for the service that the airlines are to render. 

I think you have to look at this with both parties in mind. The 
Postmaster General is entitled to get his mail hauled at a fair rate, 
but also the airline is entitled to get fair payment for hauling the 
mail. 

In arriving at payme nt for the airline, what the proponents of the 
two bills do is say that you can take into account the cost if you can 
determine it, but you must not ever consider what that service is 
worth. 

And in my opinion that is a most remarkable way of fixing a price 
for a service or a commodity or anything else. They ignore what the 
service or article is worth. No businessman or laberer or anyone 
else would particularly ignore that element. 

As | have said before, that is what the Supreme Court is interested 
in, it is what the property or service is worth. They are not interested 
in what it costs. We are not suggesting that any legislation go as 
far as the courts have gone so as to exclude cost, entirely but we do 
suggest that legislation should be drawn so that it would permit the 
consideration of what the airline service is worth. 

Those who argue against this proposal or suggestion or idea that 
have just mentioned say that that is an indefinite concept. ‘We 
cannot consider what the airline service is worth, because we can not 
put a dollar value on it.”” They say, however, that you can rely on 
cost because that is very firm, and you can determine the cost es asily. 

As we have just demonstrated, cost also is a concept which cannot 
be regarded as precise and an expert cost accountant has said so, too. 

And as the Interstate Commerce Commission and others have said, 
you cannot make rates on the basis of any mathematical formula. 
It is comforting, to be sure, to be able to line up a column of figures 
and put a line at the bottom and put so many cents in there and. say, 
“This is the cost,’’ but it must be recognized from the basis of the 
views of these experts and expert agencies that what you write down 
there may be cost or it may be 100 percent more or less than cost. 
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In addition, even assuming that the worth of the airline service is 
indefinite, there are some clear, specific elements of value which should 
be taken into account in fixing rates. 

The CuarrmMan. One of them, may I suggest, is what they haul 
passengers for? 

Mr. Tipron. I think that that is an important element in consider- 
ing the rate for the transportation of mail. 

The CuarrMan. It is an important factor in determining what the 
airlines service is worth. 

Another factor would be the rates that they make for hauling cargo. 

Mr. Tipton. I am going to deal with both of those in a minute, 
because I think the suggestion that you have made is one that is 
important and should be discussed in detail. I am going to discuss 
these suggestions in detail, particularly the one dealing with freight. 
I will take that up in a moment if I may. 

But I think there are elements of value that should not be stricken 
out by legislation and the airlines forbidden them to put the evidence 
in a record of a rate case. 

One of them is, How much a user of the air-mail service is willing 
to pay to get his mail hauled? He is the user. He is the one ulti- 
mately that determines how valuable it is. 

We see from the Post Office Department,cost ascertainment reports 
that he is willing to pay twelve cents an ounce on the average to get 
his mail hauled. 

And this is in the neighborhood of $3 a ton-mile. 

The passenger is willing to pay 57 cents a ton-mile, and a shipper 
about 20 cents a ton-mile. 

That is an indication of how the respective values of the service 
range. It indicates that the user of the service regards the mail ser- 
vice as a premium one for which he is willing to pay a high price. 

Another mark of special value is the priority which the mail enjoys. 
Many people try to disregard this priority point as having no impor- 
tance. 

Well, in the first place, it is an important element of airline service 
to the Post Office Department. 

In the second place, it results in substantial disadvantages as far as 
the airlines are concerned. 

One of the Big Four reported that during 1948 and 1949 they blocked 
out a total of 33 million seat-miles which would have represented 
passenger revenue of almost $2,000,000. 

Another trunk line has reported that during 3 years, 1947, 1948, 
and 1949, he blocked out 28 million seat-miles at a ae ntial cost of 
$1,625,000. | 

That is the service that the airlines performed by blocking off seats, 
so that the Postmaster General can come with his mail. They cannot 
sell those seats until that space is released. 

That is a service of great value to the Post Office Department. 

The CuatrMan. The airline got more pay for carrying the mail 
than it would have received for carrying passengers. The mail rate 
has always been higher than the rate for carrving passengers. 

Mr. Tipton. I am talking about a new regime, Senator. 

In the case of the Big Four settlement that was just reported this 
morning the mail is going to take a rate of some 12 cents less per ton- 
mile than the passengers do. 
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The Cuatrman. That is not what Ernst & Ernst discovered when 
they made an appraisal for the Big Four. They said some place be- 
tween 46 and 50 cents based upon the luxury-class haul. 

Mr. Tipton. I was referring to the average yield from passengers 
at 57 cents. It may be that my figures are not correct on that. I 
thought that the 46-cent figure was a coach-rate figure. 

The CuHarrmMan. No, sir. 

There is something for the meals and the smoothing of pillows, and 
all that sort of thing. 

Mr. Tipton. The reason for the difference between the figures you 
stated and the one I stated was the deletion of certain passenger ex- 
penses. 

The CuatrMan. Which are not connected with the mail. 

Mr. Tieton. Not connected with the mail, yes. 

Even assuming that you have no evidence of disadvantage to the 
airline, you can produce what businessmen decide is the proper rate 
differential for the establishment of priority for any particular class 
of traffic. 

Now express has priority over freight, and the rates are 100 percent 
higher. In addition, a few years ago, we worked out arrangements 
with line-haul truckers which were designed to provide a through 
service by truck, airline, and thence by truck to off-airline points. In 
developing the tariffs that those truckers were going to use for the 
traffic that was later to move by air, they recognized that it would have 
to have a premium service. Consequently their tariffs provided that 
everything that was to have an onward movement by air should move 
at the first-class rate no matter what its rating was. 

Those things are concrete evidence that businessmen do put a 
value on priority of service. 

If they are able to put a value on the priority of service I see no 
reason why administrative agencies should find themselves incapable 
of doing so. 

Another special obligation of the airlines arises from the Postmaster 
General’s power to fix and determine airline schedules. That is a 
tremendously important power in the hands of the Postmaster 
General, one for which he fought very hard in 1938 to get confirmed 
by the Civil Aeronautics Act. 

The provisions in the Civil Aeronautics Act dealing with the fixing 
of schedules are very detailed. And he has very anxious to see them 
in there. That is an important service to him, a service which should 
be taken into account in fixing rates. 

Another measure of value that should be related to airline service 
is the comparison with the prices charged by other forms of trans- 
portation for performing the same service. ° 

The railroads move mail, first-class mail, in the neighborhood of 
about 27 cents a ton-mile. I am not sure that that figure gives 
effect to the recent increase in rates which arose out of the settlement 
which they made with the Post Office Department. 

The airlines carry the mail five times as fast. It seems to me that 
that is an element that should be taken into consideration, that speed 
has always been the objective of the postal service. They have tried 
to move the mail fast and they have done a marvelous job of it. 

It is entirely proper to give effect to the speed with which a man is 
performing his work in figuring out how much to pay him. 
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The steamship companies get in the neighborhood of 17.5 cents a 
ton-mile for transporting mail, probably, at an average of about 10 
miles an hour. 

The airlines, of course, carry it many times as fast as that. 

We believe that if equity is to be done to the airlines in this legisla- 
tion they should be permitted to bring these elements of value to the 
attention of the Civil Aeronautics Board and not be foreclosed before 
the case has ever been heard. 

I would now like to talk about the provision of these two bills, S. 436 
and 8. 1137, which deal with the airlines system of accounts. ‘Those 
bills provide that within a short time the Board shall revise the carrier 
systems of accounts so that they will show the breakdown, the alloca- 
tion of expenses between the four classes of traffic. That has never 
been done with respect to any other form of transportation. 

The witnesses who have testified in behalf of that provision before 
the committee, I think that I can fairly make the statement, have no 
idea of what they are actually recommending with respect to the 
airlines, because I am sure that they have never made a detailed 
investigation of the precise system of accounts of the airlines, the 
burdens that it involves, and the effect of any such provision as the 
one they have proposed. 

The airlines are already subject to very heavy burdens as far as 
record-keeping and presentation of various kinds of documents are 
concerned. They furnish documents and records to the Civil Aero- 
nautics Board, of course, in large numbers and in great bulk; to the 
CAA they give records involving all of their operations and 
maintenance. 

The Post Office Department also receives airline records which 
permits it to follow the transportation of the mail and to know how 
much to pay for it. 

All of those things are a heavy burden to airlines, and they are, 
however, not complaining at this time, but we do say that the im- 
position on the airlines of this enormous burden of additional account- 
ing will be just about the straw or the rail that will break the camel’s 
back, 

In order to determine with some precision what the effect of this 
accounting provision would be I referred it to a group of expert airline 
accountants, to seek to determine what it means to them in terms of 
additional bookkeeping and additional expense. 

also asked them if they would prepare charts which would be 
designed at least to explain what the airline problem was. I could 
not believe that anyone would recommend this for the airlines if they 
could understand what effect it had on airline accounting and the 
number of airline employees. 

I received the report and they have presented some charts which, 
while still complicated, nevertheless may help in an understanding of 
just exactly why it is that we oppose so vigorously this accounting 
provision. 

That first chart does not purport to show how you go about allocat- 
ing expenses. All that chart does is to permit you to get started on 
your allocation. It permits you to get in that little black box down 
there at the bottom, the total expense that must be allocated. 

In that particular carrier, for that particular quarter, 91.1 percent 
of total expense had to be allocated. In carrying that through you 
can see at the top that the carrier started out with $28,000,000. 
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First, he divided it between direct and indirect expense. 

Then he divided it between system and local expense. 

Then he broke down each one of the various items in the little boxes, 
pulling out the amount of direct expense that he could put down below 
here, and assigning the joint expense to this little black box where, 
finally, $25,000,000 of that $28,000,000 of expense wound up, 91.1 
percent of it. That is 91 percent of the total expense which must be 
allocated on an arbitrary formula or series of formulas before you find 
out what to put in these little boxes down here which are labeled, 
“Passenger cost’’, ““Mail service cost,’’ ““Express service cost,’’ and 
“Freight service cost.’”” That much is done. 

We got all the direct expense down in these little boxes, and the 
joint expense in another box by itself. 

Now we come to the allocation of a specific expense to a passenger, 
mail, express, and freight traffic. 


It starts out as $1,000 expense bill to the Brinks Express Co. for 


hauling cash. It relates to a large number of cities. We picked this 
first one as Kansas City. It has been broken down already to the 
various cities to which it was applicable. 

Then you take Kansas City’s part of that $1,000 and you divide it 
between the domestic and international division. 

Then you take the domestic division, and the international division 
is part of that expense, and you break it down to these functional 
accounts which the Civil Aeronautics Board already requires, and 
that particular class of expense would probably be divided up between 
six of them, that is, six for domestic, six for international. 

All right. You have gone to the point that is covered by the exist- 
ing system of accounts. 

The new maneuvers that would be required would be the division 
of each one of those separate accounts into local, ground expense, 
system flight expense, system ground expense. You have to do that 
in order to get them in a position where you can apply an allocation 
formula te ‘'.em. 

Then you take each one of those and assign it to passenger, mail, 
freight, and express. 

Now when you get down with that, that Brinks Express truck bill 
has been divided up. I do not know how many times but it is pos- 
sible that it has been entered, or a portion of it has been entered in 
the books, some 15,000 times, an increase in the present system of 
somewhat over 700 percent. 

I should also say that by the time you finish you have allocated the 
same expense by different formulas about four different times. 

Pilot pay, as I said a while ago, is the easiest one to handle, but even 
that presents a problem. You pay the pilot. Then you divide it up 
by type of aircraft. Then you divide it up by the functional distribu- 
tion which, in this case, is just one, Flying Operations. 

Then you divide it again between ‘domestic and international! 
division. 

Then you come to the problem of dividing it up between passengers, 
mail, freight and express, involving all of the difficulties that I have 
described previously in my testimony of figuring out how to do it. 


In the course of that you have increased the number of entries by 
275 percent. 
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First, he divided it between direct and indirect expense. 

Then he divided it between system and local expense. 

Then he broke down each one of the various items in the little boxes, 
pulling out the amount of direct expense that he could put down below 
here, and assigning the joint expense to this little black box where, 
finally, $25,000,000 of that $28,000,000 of expense wound up, 91.1 
percent of it. That is 91 percent of the total expense which must be 
allocated on an arbitrary formula or series of formulas before you find 
out what to put in these little boxes down here which are labeled, 
‘Passenger cost’’, ‘‘Mail service cost,’’ ‘““Express service cost,’’ and 
‘“‘Kreight service cost.’’ That much is done. 

We got all the direct expense down in these little boxes, and the 
joint expense in another box by itself. 

Now we come to the allocation of a specific expense to a passenger, 
mail, express, and freight traffic. 

It starts out as $1,000 expense bill to the Brinks Express Co. for 
hauling cash. It relates to a large number of cities. We picked this 
first one as Kansas City. It has been broken down already to the 
various cities to which it was applicable. 

Then you take Kansas City’s part of that $1,000 and you divide it 
between the domestic and international division. 

Then you take the domestic division, and the international division 
is part of that expense, and you break it down to these functional 
accounts which the Civil Aeronautics Board already requires, and 
that particular class of expense would probably be divided up between 
six of them, that is, six for domestic, six for international. 

All right. You have gone to the point that is covered by the exist- 
ing system of accounts. 

The new maneuvers that would be required would be the division 
of each one of those separate accounts into local, ground expense, 
system flight expense, system ground expense. You have to do that 
in order to get them in a position where you can apply an allocation 
formula te ‘cm. 

Then you take each one of those and assign it to passenger, mail, 
freight, and express. 

Now when you get down with that, that Brinks Express truck bill 
has been divided up. I do not know how many times but it is pos- 
sible that it has been entered, or a portion of it has been entered in 
the books, some 15,000 times, an increase in the present system of 
somewhat over 700 percent. 

[ should also say that by the time you finish you have allocated the 

same expense by different formulas about four different times. 

Pilot pay, as I said a while ago, is the easiest one to handle, but even 
that presents a problem. You pay the pilot. Then you divide it up 
by type of aircraft. Then you divide it up by the functional distribu- 
tion which, in this case, is just one, Flying Operations. 

Then you divide it again between domestic and internationa! 
division. 

Then you come to the problem of dividing it up between passengers, 
mail, freight and express, involving all of the difficulties that I have 
described previously in my testimony of figuring out how to do it. 

In the course of that you have increased the number of entries by 
275 percent. 
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It is surprising, but it takes this big chart to demonstrate how you 
handle the payment of an invoice in Boston for the hauling of trash 
for the month of January 1951. 

The first thing you do is pay the expense, of course. 

Then you assign it to Boston. Then you divide between the 
domestic division and the international division. 

Then you divide it between its appropriate functional distribution. 

Then you must allocate to local ground, system flight, system 
ground expense, for each of those. Then you allocate it again be- 
tween each of the four classes of traffic. By the time you get done 
handling that particular account for the hauling of trash it has been 
pulled and hauled and allocated and distributed until it is completely 
unrecognizable. It would have been considerably better if the airline 
had just permitted the trash to accumulate. 

The Cuarrman. Do you suppose that chart might get into that 
trash pile, too? 

Mr. Tripron. | think it probably might. 

Now in working out how this particular accounting provision would 
be handled I requested the accountants to make an estimate of how 
much it would cost the airlines to install it, the new accounting sys- 
tem, and keep it in effect. They estimated that the installation of 
the new accounting system would cost $3,000,000 and that the cost 
of maintaining it would be $8,860,000 annually. 

1 think that this explains fully why this particular provision or a 
provision like it has not been adopted with respect to any other form 
of transportation. It has not been adopted by the Interstate Com- 
merce Commission. It has not been adopted by the Postmaster 
General or the Maritime Commission with respect to steamships. 

The Interstate and Foreign Commerce Committee of the House 
struck it out on the floor of the House last year. 

The Civil Aeronautics Board has recommended against the adoption 
of it. 

And the Secretary of Commerce has recommended against the 
adoption of it. 

But even if, for some reason, you would be willing to incur all of the 
expense and trouble of putting this accounting system into effect 
there is another good reason for not doing it, that is, because as Ernst 
&« Ernst have said that what comes out of this Rube Goldberg machine 
of allocation, distribution, and apportionment cannot be relied upon 
as demonstrating the cost of performing the mail service, the passenger 
service or any other service. 

As a matter of fact, also, I should say that the ener committee 
reported this provision to the floor of the House last year, and later 
struck it out on the floor, but in reporting it they pointed out that if 
you went through all of this accounting and allocation and had it on 
your books, the allocation formulas and the costs shown could be 
reexamined in a rate case; in other words, they would be shown on 
your books but would not be conclusive in a rate case. 

So that, in my opinion this logically eliminates any possible reason 
for doing this expensive and burdensome job. 

For those two reasons, one the cost provision, the other the one 
dealing with the system of accounts, we feel that S. 436 and S. 1137 
should be rejected by the committee. 





294 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


We feel that they are not practical methods of carrying out the 
entirely desirable objective of subsidy separation. 
Now I come to a discussion ot S. 1657. That bill is a very substan- 
tial improvement over the ones I have just been discussing. It reflects 
the study and consideration of this complex subject which you, Mr. 
Chairman, ard the committee have given during the past year. 

We will consider first the principle involved in the legislation of 
fixing rates by statute. 

The bill provides, of course, that for the larger carriers the rates 
shall be fixed at 42 cents, the medium carriers at 63 cents, and the 
smaller carriers at 84 cents. Those rates will prevail for 3 years. 

It is with considerable reluctance that we indicate opposition to 
that method of solving the problem. We recognize that the reason 
behind that is to provide certainty as far as the carriers and the 
Government are concerned. We feel, however, that the disadvantages 
of fixing rates in the statute are sufficient to outweigh that advantage. 

The members of the committee are familiar with the background of 
the principle of fixing rates in the statute. And there is no point in 
giving it in detail. 

State legislatures fixed rates by statute, and it caused great diffi- 
culty. They finally assigned the problem to administrative agencies 
and that is the course that has been followed for many years. 

This course has been followed by Congress in the Interstate Com- 
merce Act, and with one exception, the railway mail pay rate which I 
will discuss in a moment, it has been followed down through the years 
to the present time. The major reasons for suggesting it in this 
instance in dealing with the mail compensation of carriers is that we 
believe the time of Congressmen and Senators does not permit the 
intense studies that go into the making of a rate or the debate or 
argument about the mivor issues which go into the making of a rate. 

The members of the legislatures even back in those days when they 
actually, comparatively speaking, had little to do, found that to be 
the case, but under present conditions with the Congress dealing with 
issues of tremendous importance, not only to this country but to the 
world we do not believe that they could possibly spend the time to go 
into this rate-making process in a way that is necessary to be reason- 
ably certain that the rate turned out is right. Actually, the legislative 
process is not designed for the fixing of prices, because that gets into 
too much detail. 

However, if the committee did, as I rather think this committee 
has made very detailed studies of these rates and has fixed upon rates 
that are considered to be fair, we cannot be sure that thet is the rate 
that will finally reach the President for signature for this reason: 

If the committee were to report a rate that seemed high we could 
expect our railroad friends and possibly the Post Office Department, to 
seek to persuade Senators and Congressmen that it was too high and 
that it should be reduced. And it is entirely possible that amendments 
might be adopted on the floor of the House or the Senate which would 
reduce those rates below the ones which had been painstakingly de- 
termined by the committee. On the other hand, if they were fixed 
too low, I think the airlines might well do the same thing and they 
would be opposed by the railroads. So out of that contest and con- 
flict about what the rates should be, rates might well eventuate which 


the committee would not have endorsed even after giving it careful 
study. 
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With particular consideration of that last point, I would like to 
discuss for a moment the problem of constitutional difficulties arising 
out of fixing rates in a statute. 

It has been mentioned before this committee and I will deal with it 
as briefly as I can 

The CuarrMaN. Before you go to that legal point, may I say that 
you understand, of course, that in S. 1657, the committee was merely 
attempting to launch the division and that the committee itself rec og- 
nizes that it should not attempt as a long-range proposition to fix 
rates—that that should be done by an expert body—but in order to 
launch it, the committee undertook to fix the rates by law, just as the 
Congress undertook to fix the rates by law in the first Interstate Com- 
merce Commission rate-making case in the transportation of the mails 
on-the railroads. You understand that that was our object? 

Mr. Trpron. Yes, sir. As I stated, we understood that the object 
of the proposal was to get it under way and get it established as a start 
for the fixing of rates. That is an important consideration. 

We had felt that the disadvantages of doing it that way, even for 
that short period, outweighed the advantages of it. And I think 
that our view is confirmed by the recently announced settlement of 
the Big Four rate case, because when that was done, at least, from 
what the Board has said, the biggest single job of rate-making that 
the Board has to do is out of the way and a rate is established for four 
of the major carriers at a particular figure, 45 cents, which can be 
expected to stay that way for a little while. The Board can now go 
forward with its program for fixing rates without this road block that 
has previously been in effect. Consequently, we thought that it 
would certainly not be necessary to incur the disadvantages of fixing 
rates in a statute, disadvantages which are real because of the tre- 
mendous conflict which can be built up as to whether this 63-cent or 
that 84-cent rate or that 42-cent rate is right. We felt that the dis- 
advantage that that contained clearly outweighed its advantages. 

The Cuarrman. Of course, the Big Four case had not been settled 
— to the introduction of S. 1657, and the new announcements that 

zot this morning, that the Board is going to hereafter separate 
onl from subsidy was not in the works, either. You have not men- 
tioned any of the advantages but it would seem to me that it would 
be a distinct advantage to the airlines if they knew beforehand what 
the mail pay was to be. It must be a very great burden to them to 
have to have so much uncertainty with respect to the portion of 
their remuneration for the services which they have and are render- 
ing. It would seem to me that would be an advantage if the rates 
could be spelled out in advance, so that the airline itself might handle 
its business accordingly. 

Mr. Trpeton. That is true, Senator, and those were the elements 
that the various airlines weighed in determining whether they should, 
as an industry, approve this fixing of rates in the statute as a principle. 
And for the reason that I have given plus the additional one that I am 
going to mention in a moment, they felt that it would not be wise. 

That is an important point, too. I think it is important for this 
reason: In the days when the State legislatures were fixing rates in 
the statute, a number of them were challenged as to their constitu- 
tionality. The ralroads for whom they made rates went to the court 
and said that the rates fixed by the legislature resulted in confiscation 
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of their property contrary to the Constitution. A number were 
carried to the Supreme Court of the United States. 

One of them dealt with the transportation of coal in North Dakota. 
There the court held that the rate was unconstitutional and said that 
the railroad did not have to transport coal fixed at the rate fixed by 
the legislature. That is exactly the sort of thing that could happen 
in any instance where a rate is made in a statute. A court could 
hold that the rate was too low, was confiscatory, and if you have 
no administrative agency prepared to change that rate, then the 
result is procedural difficulties which are far worse than the procedural 
difficulties to which you referred and to which I referred a moment 
ago. 

As a contrast, if the Civil Aeronautics Board is given the power to 
fix rates, not only three years hence, but right now, the Board will 
fix those rates after a quasi judicial hearing at which there is cross- 
examination and all of the necessary procedure, and when that is 
done they will make specific findings in their order, and then the 
case from that point on cannot be tried over again in any court. 
It can only be considered by the Cireuit Court of Appeals and the 
Supreme Court. And they must consider it on the basis of the 
Board’s findings of fact. Those findings of fact cannot be over- 
turned by the courts unless they are not supported by substantial 
evidence. 

Consequently, all of the trial of the facts is in an administrative 
agency and its appeal is to the courts. 

Now if the court upholds it, there is no further problem. If the 
court does reject it and says that the Board has fixed a confiscatory 
rate the administrative agency is ready and waiting to correct that 
error that the court has found. 

As a contrast, if the carrier were to take a statute-made rate to 
court and it would be held confiscatory, there would be nothing he 
could do except to go through two rather cumbersome processes. 
He would have to go to the Court of Claims or the district court, and 
get a judgment, which in turn would have to be appropriated for 
by the Congress. Then he would have to go to Congress and point 
out the fact that the rate fixed in the statute was an unconstitutional 
one and ask for it to be raised. 

I hope I have made that difficulty clear, which is a real one, we 
believe. 

The CuHarrmMan. The difficulty with your argument is that the 
administrative agency, so-called, is a creature of Congress, and it 
only has such powers as the Congress has delegated to it. It does 
not have powers beyond the power of Congress. It gets its power in 
the commerce clause of the Constitution and it does not get power 
any other place. 

So when you make-a fine distinction between the legality of the 
findings of a board and the rate-making of a board and the rate- 
making of Congress, 1 am completely unable to follow vou. 

Take the Big Four rate case that was just settled by the Board, 
the 45-cent rate for the Big Four. Do you contend that the Board 
had no right to determine that rate? They were exercising the power 
that the Congress gave them. 

Mr. Tipron. That Congress has given them, yes. 
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The CuHarrMan. Congress could not give power that it did not 
have. 

Mr. Tipton. I want to make this completely clear. There is not 
any doubt in my mind about the power of Congress to fix a rate in 
the statute. It can be done. There is not any question about it, 
because as you point out, the power to do that flows from the C on- 
gress to an administrative agency. I am not raising that funda- 
mental point, but the point I am raising is a proc edural one. 

The CHarrman. When you talk about the advisability of it, I 
think, you are on sound ground. It may be advisable and it may 
not be. It may be a bad polie’ y or a good policy, but when you charge 
that it is illegal if Congress does it and legal if the child of Congress 
does it, then I am just unable to go along with you. 

Mr. Tipron. In the first place, I would never make a contention 
like that, because I think you are right on that point. There is not 
any question about the power of Congre ss to fix a rate. It is the 
procedure for correcting the rate that has been held unconstitutional 
by the courts that is involved. It is not as fundamental as the 
question you have been talking about by any means. 

The administrative agency is able through its processes that are 
created by Congress to correct and deal with problems of that sort in a 
more flexible way than Congress can deal with them. That is all my 
point amounts to, but those procedural difficulties could completely 
negative the certainty and finality that vou have in mind in fixing 
these rates, because if a carrier were to knock one of these rates out in 
court then it results in complete uncertainty and in addition it results 
in the trial of a complicated rate case in the courts. 

The Cuarrman. We could very easily cure the situation that you 
point out by having a proviso that no carrier after 30 day’s notice will 
be required to carry the mail for these rates. If we had suck a 
proviso in there there would be nothing confiscatory possible. Of 
course, we all know that no airline is going to go that far. They are 
tickled to death to have the opportunity to carry the mail. We have 
a great many competent carriers who would be very glad to come in 
and carry the mail for even a lower rate. 

So the danger of any airline kicking out that sort of an opportunity 
is entirely absent, but such a provision in the law would entirely 
remove all of the argument that it was confiscatory. 

Mr. Treron. I had not considered a proviso of that kind that would 
permit a carrier to refuse toraul the mail. I had been proceeding 
under the assumption that the Post Office would regard it as a valuable 
adjunct to the postal service to be able to require carriers to carry the 
mail. That was an important element in the railway mail service and 
it is in air transport service to be able to tell a carrier, ‘Haul this mail 
to that point,”’ and he has to do it. 

This provision is 8. 1657 will go for 3 years. Much of the mail 
transportation, as you point out, is valuable transportation to the 
carrier, but much of it is not. Much of it is the hauling of 6-pound 
sacks to small towns and the hauling of traffic that is not very good 
traffic, but which the Post Office Department wants hauled. 

The Cuarrman. Of course, that is the reason we place different 
categories and have different rates for the carrying of mail, because 
there is Such a variation in not only the cost but in the service ren- 
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dered in the service to certain communities. That is why we set up 
different categories for the carriage of mail. 

Mr. Trpron. One point, Mr. Chairman, that I intended making 
when you commented about the Railway Mail Pay Act, I think it 
should be recognized that in that case, as you point out, the Congress 
did fix rates in the statute. However, the Interstate Commerce 
Commission was given the job of revising those rates immediately, 
which they did some years later and did them right back to the 
effective date of the statute. I mean, the rates were not to be in 
effect during any particular period. They were to be paid on a kind 
of tentative interim basis until the Interstate Commerce Commission 
got around to fixing the rate, which they did in 1919, and fixed them 
all the way back. 

I think that is an important difference in the two acts, and I did want 
to point it out. 

We have commented at some length on what we believe to be the 
unwisdom of fixing rates in the statute itself. And, to go further, we 
believe that the insertion of a statutory maximum rate in the statute 
is also subject to somewhat the same objections, because it, like the 
fixing of a rate by the statute, may become a confiscatory rate as a 
result of the increase in prices, the increase in air carrier costs, that 
cannot be anticipated over a 3- or 6-year period or any period. As I 
poee out in showing those charts at the outset, the airlines have 

een right successful in keeping their costs down during this inflation- 
ary period, but none of us are willing to forecast that we can sit on 
top of this lid for very much longer. 

The load factors have been high, the increases in equipment will 
come in during the next 18 months and may well reduce the load 
factors below their present high level. The net result of that may be 
well to increase the unit costs to the carriers. We do not know what 
is going to happen. And the very success that the airlines have had 
up until now in sitting on their cost levels gives us considerable pause 
in wondering how long they will be able to sit on them in the future. 
Consequently, that is a further reason why we are concerned with the 
fixing of a rate in a statute for a 3-year period and, in addition, are 
concerned about the fixing of a maximum rate in a statute which may 
not be realistic, based on cost levels in the future. 

The CHarrMan. Of course, the maximum in S. 1657 is the passenger 
rate, and if the passenger rate would go up the mail rate could auto- 
matically go up. 

Mr. Tipron. I think that the maximum rate stated, as you point 
out, in terms of the passenger rate might well serve to follow these 
inflationary tendencies and prevent them from having the effect of 
invalidating the maximum. However, that involves difficulties that 
are almost as severe, because when you state the maximum in terms 
of the passenger rate, the airlines, particularly the smaller airlines, 
are faced with a very considerable difficulty because their passenger 
rates, I think it must be recognized, that their passenger rates are not 
fixed on the basis of the cost of carrying the passenger or of elements of 
that sort. They are fixed on the basis of developing maximum traffic 
in competition with the trunk airlines, the busses, and the private 
automobiles. That is where they have to be fixed. 

If they fixed them higher than that they would have less traffic 
and their financial condition would be worse. 
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Consequently, the passenger rate maximum for them may well 
result in giving them a rate for mail transportation which is sub- 
stantially too low. 

Another difficulty with it is that it takes the fixing of the mail 
rate out of the hands of the smaller carrier and the Civil Aeronautics 
Board and places it in the hands of larger carriers. 

It is entirely possible that as time passes some of the larger carriers 
will get in a position where they can make substantial rate reductions, 
that is, passenger rate reductions. When that happens, the smaller 
airlines’ passenger rate has to go down, if he is going to stay in the 
passenger business. That is a normal incident of our competitive 
system, however, to have his passenger rate to go down; but with the 
maximum based on the passenger rate, we go one step beyond this 
normal incident of the competitive system and his mail rate is pushed 
down also, consequently, the smaller carrier may be placed in a position 
where his mail rates are actually being fixed by a larger carrier 

Also, the Civil Aeronautics Board under those circumstances is 
placed in a difficult position, because it is faced with the questions, 
“Shall we suspend this passenger rate reduction because it results in 
the mail rate reduction for the smaller carriers?’ Or, ‘Shall we let it 
go into effect?” 

If they suspend it and thus maintain the mail rate level they have 
denied the right of the larger carrier to expand his passenger market 
through the reduction of rates, something that the Board has expressed 
great interest in fostering and others haveas well. On the other hand, 
if the Board decides to let the passenger rate reduction go into effect 
they have in effect transferred their power of making mail rates to this 
larger carrier. 

Those are the difficulties that we see in setting up the maximum in 
this way. 

The passenger rate maximum does solve the problem, or, probably 
solves the problem of inflationary tendencies which might make it 
inadequate, but it creates at the same time additional problems which 
are very serious ones, and they are serious not only for the smaller 
carriers, but also result in difficulties as far as the larger carriers are 

concerned. I do not think it can be fairly assumed that the passenger 
rate level is the proper rate for mail for one reason that occurs right 
offhand, that the mail takes priority over the passenger. 

The CuarrMan. It takes priority over some passengers, but not all 
of them. 

Mr. Tipton. I had thought that it took priority over any passengers 
that needed to be displaced. 

The CuarrmMan. Do you know of any airline that carries mail 
exclusively? 

Mr. Tipton. No. I understand your point. You are quite right, 
it takes priority over that number of passengers which it is necessary 
to displace in order to get the mail on board. 

The CuarrmMan. That is right. 

Mr. Treron. I am glad you corrected me on that. 

The CHarrMAN. The passengers who are hauled are hauled at the 
regular rate. 

Mr. Trpron. That is right, but the airline was deprived the revenue 
from the passengers that were left standing on the dock. This is not 
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an insignificant matter as I indicated a moment ago in the case of 
these two carriers about which I had reports. 

In addition, we have not had very much experience with parcel 
post yet. There is one thing we have found about it, and that is, 
that it is very light for its bulk and it may vary very broadly in the 
space that it takes up in the airplane, so that you might well need to 
make mail rates at a higher level than the passenger rate in order to 
compensate the carrier for the space being occupied in the airplane 
by light density parcel post. 

We have had occasions, particularly during holiday seasons, where 
airplanes will take off light-loaded with all of ‘the space in the airplane 
occupied by parcel post. That is one element of the mail traffic 
that has never been considered in detail as yet, either by the airlines 
or by the Board, but it is one that we may well encounter as time 
goes on, which would indicate that for a particular class of mail it 
should take a higher rate than the passengers. 

Those are the problems that arise out of the maximum rate that 
we see now. My experience has been that you rarely foresee all of 
the problems that you are going to encounter and it is entirely possible 
that we would encounter others. 

We would strongly recommend that the committee follow the course 
which has been followed in the case of the Interstate Commerce, at 
least, of not putting a maximum on the rate, but permitting the 
Board to fix a fair and reasonable rate and give effect to these changing 
circumstances and these changes in characteristics of traffic and the 
like. 

You raised the question a few moments ago about the possible 
application of freight rates for the transportation of mail. We have 
given that very careful consideration in order to determine just 
exactly what that kind of a procedure would mean. 

The first thing we were faced with, of course, was the fact that in 
the case of the railroads, while the fr eight takes a rate on the average 
of 1% cents a ton-mile, first-class mail is moved at 27 cents per ton. 
In addition, so far as ocean transport is concerned, it moves at 2 to 
4 mills per ton-mile, and the mail rate ranges from about 20 cents a 
ton-mile for a 3,000-mile haul to 45 cents for a 300-mile haul. That 
is the case with the transportation of mail on other forms of trans- 
portation. 

And there must be and is a good reason for that disparity between 
freight rates and mail rates. Jt is a reason which has been explored by 
Ernst & Ernst under the supervision of this committee. 

You have the same problem in mail transportation that you have 
in the whole air transport system generally, the service between heavy- 
volume points, the service to small-volume points, where costs are 
considerably higher. 

The problem of mail transportation at freight rates was well illus- 
trated by one of the freight carriers who participated in the Big Four 
rate case. [am not sure what the contention of that carrier was, but 
nevertheless it gave some impression as to what kind of a mail service 
it could provide. 

The first thing that was made clear in those exhibits was that the 
freight carrier was not prepared to haul mail at freight rates. The 
rates it talked about were in the neighborhood 30 cents a ton-mile, 
which is just double, I think, the average yield of its freight, but in 
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developing its proposed system for the transportation of mail it was 
going to serve the 32 small points which came within its area by one 
transcontinental trip each way per day. I have not studied the ex- 
hibits sufficiently to determine how they were actually going to get 
that trip to operate each day, because if you anticipate a 20-minute 
stop at each one of those 32 points, you do not finish your trans- 
continental trip in a day. 

That dramatizes the difficulty of trying to apply freight rates to 
mail. 

In general, freight moves in considerably larger bunches than mail 
does. I think on the certificated airline system probably the average 
freight shipment is in the neighborhood of 300 pounds. From the 
Post Office records it appears ‘that the aver age sack of mail that is 
submitted to the airlines is 11.6 pounds. That shows the distinction 
between the two classes of cargo. It is an important one, as a further 
illustration will demonstrate. 

Not long ago one of the medium-sized airlines that serves not only 
some high volume points but also some smaller points within its 
system, and is probably a typical example of a United States airline, 
made some studies as to how its freight tariff would work if applied to 
the transportation of mail. And this is what they found out. 

They picked one so-called light-mail flight that they had experienced 
and another one that was a he ‘avy-mail ‘flight. They found that the 
average mail load carried on a light-mail flight was 54 pounds. The 
weight of the average pouch was 6.4 pounds, and the average pouch 
moved a distance of 256 miles. 

Applying its freight tariff, a tariff which is geared to larger ship- 
ments and long distances, it found that it would have cost the Govern- 
ment $3.66 a ton-mile to move that mail if it had moved at freight rates. 

The heavy mail flight got the price down a little bit. That average 
pouch weighed 12.3 pounds and moved a distance of 550 miles. And 
it would have cost the Government 96.5 cents per ton-mile to move. 

1 should also say that that particular carrier was hauling mail at 
figures considerably less than that. 

I have not understood fully what this proposal to haul mail 
freight rate was. 

if the proposal is to haul mail at the average ton-mile yield of 
freight, which in some cases is about 20 cents a ton-mile, then it is 
perfec tly clear that that proposal would say they would be hauling 
mail for considerably less than they charge for some classes of freight. 
On the other hand, if it is proposed to haul mail at the rate that fre ight 
would be hauled, then as these illustrations show, the result would be 
considerably higher mail pay than is given for many other classes of 
traffic. And the reason is that mail moves in smaller packages, shorter 
distances. Freight moves in larger bulk, longer distances. Thus the 
rate per ton-mile is less. 

Just to give an example of that, the average mail pouch weighs 11.6 
pounds and if you assume that it travels the average distance that a 
letter travels—1,170 miles—and the cost to the Post Office Department 
at freight rates would be $1.08 a ton-mile. 

By the same token, if the idea is to try to get down to a rate of 20 
cents a ton-mile you would have to haul this 11.6-pound pouch from 
New York to Los Angeles and about halfway back before you would get 
down to 20 cents. 
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The freight tariffs generally provide a minimum charge which in the 
case of the two transcontinental freight carriers is $4, so that you would 
have to haul this 11.6-pound pouch across the country and back 
again before you could get it down to 20 cents. 

Those minimums, of course, are put in and designed to make sure 
that the terminal costs of handling the freight are covered and they 
are characteristic of freight transportation generally and would have 
the effect that I have indicated of pushing Post Office costs up con- 
siderably if the freight tariffs were applied to the mails. 

The service that would be provided for the mail if it was placed in 
the category of freight would also go down pretty badly because 
freight is the lowest priority cargo carried by the airlines. First 
priority is of considerable importance to the Post Office Department. 
And, also, I find from reviewing some advertisements that the two 
transcontinental freight carriers have been issuing recently, it is an 
element that the freight carriers regard as of some significance. 

In a recent advertisement of Slick he addresses himself to his 
potential customers: 

Because Slick carries air freight only, there are no delays or offloading of ship- 
ments due to passengers, mail, or express priorities. All schedules are designed 
to meet the needs of shippers. 

That is a recognition on the part of the freight carriers, who might 
or might not be willing to haul this mail at freight rates, that the 
service required by the Post Office Department is a service which 
carries some disadvantages to airlines, disadvantages that they are 
perfectly willing and capable of using in the competitive fight for air 
freight. 

I would like now to turn to the rates that are stated in S. 1657 
and give some of the general considerations which bear upon the level 
of those rates. 

As I have stated, the base rate is 42 cents a ton-mile. And I think 
that before concluding that it is a sound rate for the carriage of mail, 
either to be fixed in a statute or to be adopted by an administrative 
agency, a number of things should be considered. 

The figure of 42 cents a ton-mile which is included in S. 1657 corre- 
sponds exactly to the show-cause orders that the Civil Aeronautics 
Board issued to the Big Four in their rate case. And that show- 
cause order was presumably based, as the 42 cents was based, upon 
the cost studies that the Board had made prior to the issuance of 
the show-cause order. 

The CuHatrMan. The 42 cents in our bill was based on the trans- 
portation of coach passengers. 

Mr. Trpron. That was as I understood it from a review of your 
statement. However, in order to get additional data we also noted 
that the 42 cents was the one that the Board had put in the show- 
cause order which has permitted us to discuss this rate on the basis 
of the Board’s cost findings as well as any other elements that may 
have gone into the rate. Our discussion, which is based on those 
things, would have the effect we hope of demonstrating that the rate 
in the Board’s show-cause order of 42 cents is not adequate and that, 
therefore, the rate stated in S. 1657 is also not adequate. 

I am just using that method of discussing it. 

The first thing that appears when you compare the 42-cent rate 
with the data on which it purports to be based is the fact that it still 
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does not cover the costs that are determined in the public counsel’s 
own exhibits in that case. 

He found during 1949 the cost was 47.76 cents, and for the year 
1950, 43.59 cents. Consequently, at the outset it must be noted 
that the 42-cent rate did not cover the cost that the Government 
itself put forward. 

The way the Government representatives managed to get the cost 
figures somewhat lower than that was by reviewing the carrier’s 
operations in detail and analyzing each schedule and disallowing a 
small portion of that expense, but nevertheless the total expense 
referred to was higher than the 42-cent rate. In addition, the cost 
studies made by two of the carriers that attempted cost allocations 
show that in their opinion, using cost-allocation formulas which they 
regard as just as reasonable as “those used by the Government, the 
cost for the year 1950 was almost 73 cents and for the year 1950 for 
another carrier was approximately $1. 

I do not think either one of those carriers would say now that that 
figure is demonstrated to be the actual cost of transporting the mail. 
I am sure they would recognize the deficiencies in cost allocations to 
which I have just referred, but I do think that their contentions give 
some impression of the wide range of results that can be obtained 
from cost studies. 

I referred to the fact that the carrier’s costs had been reduced for 
the purposes of this rate case by a review by the staff of the Board 
of the operations of these carriers over a substantial period with the 
idea of excluding costs which appeared to them on the basis of hind- 
sight to be improvidently incurred. 

Some of the results of that kind of an approach, approach being 
ridiculous. 

The first difficulty encountered is the method of passing upon the 
schedules that the carrier operated during the period under review. 
Each one of those schedules was reviewed to determine whether it 
was justified, not from a mail standpoint, but justified on the basis 
of the passenger-load factor that that schedule carried. It does seem 
odd right at the outset to test a schedule for mail-rate purposes on 
the basis of how many passengers were on board. Nevertheless, that 
was done, and the result of it was that in some cases the schedules 
disallowed by the Board’s staff and costs reduced on that basis were 
schedules that were operated at the specific request of the Post Office 
Department. In other cases, costs for a full quarter were deducted, 
even though the schedule itself was operated for only part of the 
quarter. 

In some cases the schedule disallowed was returning equipment for 
the operation of authorized and allowed schedules in the other direc- 
tion. In order to justify that disallowance you would have to take 
the position that either that airplane ought to be brought back empty 
or let the airplanes accumulate at one end of the line. Neverthe ‘less, 
that one-way part of that schedule was disallowed and its costs 
knocked out. 

In most cases, as a matter of fact, these schedules which were 
disallowed were schedules which could be demonstrated to be covering 
out-of-pocket costs and be making a contribution to the airline over- 
head, so that they were actually making a contribution to the improve- 
ment of the total airline financial picture. Nevertheless, their costs 
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were disallowed. Others were local flights operated for the purposes 
of feeding traffic into long-haul flights, so that if those flights had not 
been operated the passengers would have been lost for a very much 
longer haul by another flight of the same airline. 

There are many other instances of that kind where impractical 
approaches were made in the analysis of a carrier’s operation. Of 
course, it is perfectly clear they were using the benefit of hindsight to 
determine whether the carrier had operated the schedule in the proper 
way. Actually, it sometimes resulted in constructing an entirely 
fictitious airline. By the time the staff that was preparing these 
exhibits had gotten through with the airline it was not the airline they 
started with. It was a hypothetical airline constructed merely for 
the purposes of rate analysis. 

In one instance, as a result of this review of flight mileage, when it 
came to determining how many aircraft should be included in the 
carrier’s investment, they found that the carrier had seventy-two 
one-hundredths of a DC—4 that he did not need, and the seventy-two 
one-hundredths of an airplane was excluded from the carrier’s in- 

vestment and its rate of return thus reduced, but, the following year, 
it was found that certain mileage which was operated by DC-3’s 
should have been operated by DC-4’s and, consequently, they con- 
cluded that the company would have needed 3.8 more DC~ airplanes 
than it had to operate that mileage. 

They deducted the investment represented by the DC-—3’s actually 
used, credited the investment by the 3.8 DC—4’s which the carrier 
did not have. 

It was on the hypothesis of this sort that the cost of the carriage 
of the mail was determined. 

It does appear that in passing upon what a real airline ought to 
get for a real public service, more practical considerations than that 
should govern the cost determination. 

Another difficulty with this 42-cent figure is that it is based entirely 
upon a return on investment of 6.4 percent after Federal income 
taxes, and it is hard to reconcile that conclusion with the policy of 
the Civil Aeronautics Act to encourage the development and ex- 
pansion of airlines. 

I think you will recall, Senator, that in the excess-profits tax, it 
was said that the airlines should have 7 percent, and even in that 
instance it was recognized that many should have more than that in 
order to carry out the policy of the act. But in arriving: at their 
conclusion, the staff decided that debt capital would cost 2.5 percent 
and that stock would cost 9 percent. 

Actually, the experience of the airlines has been that debt costs con- 
siderably more than 2.5 percent. Actually, the airlines are paying 
from 3 percent, in one instance, to as high as 8.23 percent on the out- 
standing value of their debt. So that that is a fair demonstration of 
what investors have to have in order to be interested in putting their 
money in the airline business. 

The Cuarrman. When you make that statement, are you talking 
about the Big Four? 

Mr. Tipron. No, in the last instance, I am not including the Big 
Four. You are quite right. As far as the Big Four is concerned, 
their costs range from 3 to 4.05 percent. 

The CHarrMaAn. On debt? 
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Mr. Trpron. On the debt. 

The CuarrMan. That is the service? 

Mr. Tipton. Yes; that is right. 

The Cuarrman. There is quite a variance in your calculations and 
the committee’s calculations. 

Mr. Tipton. I would be glad to meet with Mr. Sweeney or any 
other member of the staff of the committee and go over that. If there 
is some difficulty with these calculations, I am anxious to get them 
straightened out. 

Mr. Markham has just pointed out in referring to the amount paid 
these are the yield that the investors secure. These are not the fig- 
ures that appear on the face of the debentures as the amount of money 
that will be paid as interest to the holder. These are figures which 
indicate how much the investor must have in order to buy the par- 
ticular stock. That is, he will buy it at a lower price than is stated 
on the face of the bond or debenture in order to increase his interest, 
and it is on the basis of studies of that relationship that these figures 
are developed. This method is considerably more realistic, it goes 
right to the heart of the matter as to how much a particular investor 
is demanding in order to let his money go into the airline business. 
That is true of the debt. 

To go on with the stock, we ought to compare this 6.4 percent 
return which is decided upon the Board for airlines with the average 
return on securities for the country’s manufacturing industries of 
14.5 percent. The average for all industries is about 11 percent. 

The airline industry with its admitte <dly checkered financial history, 
just cannot expect to finance its business on 6.4 percent when in 
competition with other industries financing themselves at figures as 
high as 14.5 and 11 percent. 

The Cuarrman. Other transportation industries? 

Mr. Tipron. Not transportation industries. These are manufac- 
turing companies. And all industry at 11 percent. 1 was comparing 
the airlines with industry generally, and I think it is a fair comparison 
because as I have pointed out, the airlines, in terms of regular dividend 
payments, in terms of stability of earnings over a particular period, 
cannot be classed with the stable enterprises that could be expected 
to make 6.4 percent and it attract capital on that basis. 

The Cuarrman. Of course, there is a wide range of differences in 
corporations. Some corporations, such as the airlines, have a small 
capital investment with relationship to their revenues. Other 
corporations have a huge capital investment with respect to their 
income earnings. 

Mr. Tripron. I think you have touched upon a very important point 
there. I think it can be illustrated by comparison with the railroads. 
The railroads have a ratio, I think, of about 3 to 1, so that they turn 
their capital over every 3 years. 

The airlines, on the other hand, turn it over every year. 

In the case of a hypothetical airline and a hypothetical railroad, each 
with an investment of $1 million, and getting 6 percent on their invest- 
ment, the railroad would be doing about $330,000 worth of business 
and getting $60,000 return, and the airline would be doing $1,000,000 
worth of business and also getting $60,000 margin on which to do it. 
This, I think, is an illustration of the point that you just mentioned 
where you cannot rely entirely on an arbitrary figure of return on 
investments without consideration of other factors. 
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Another problem that arises in the 42-cent rate stated in the statute 

that gives us very considerable concern is that that rate is established 
for a 3-year period. We are experiencing and we can probably expect 
to experience some increase in prices. The Government is apparently 
making efforts to hold the price level down. We, certainly, hope that 
the price level does stay down. However, I do not think that we can 
assume that it will and assume that a 42-cent rate is going to be ade- 
quate for the payment of transportation of mail in the face of the 
experience we have already had. 

Our unit costs, as 1 pointed out, have been held in line, but within 
those unit costs, the costs for specific items of expense have increased 
markedly. The labor costs, of course, which are about 50 percent of 
the total costs of an airline, have risen very substantially. 

One of the Big Four reports that in 1948 wages and salaries paid 
per employee amounted to $3,853. That is 2 years ago. Now, the 
average rate for an emplovee is $4,838, an increase of 25.5 percent. 

The greatest gain occurred between 1950 and 1951—20 percent 
increase. 

That indicates in small compass the trend of rising labor costs. 

The same thing is true of the other things that the airline must buy. 
Fuel has increased by 40 percent since the war. 

The other materials which must be purchased have increased from 
8.7 percent in the case of office supplies to 93.7 percent in the case of 
propeller parts. The whole range of costs increases. Notwithstanding 
this unit costs have been held in line, but it is not clear that we can 
keep on sitting on them. 

The CHarrmMan. The Chairman of the Civil Aeronautics Board 
thought that they could probably reduce the rate down to as low as 
37 cents. 

Mr. Tripron. Well, I wish I could share that view. However, I 
think that we must take into account the fact that the Chairman of 
the Civil Aeronautics Board may well be wrong. We would hope, as 
a matter of fact, that he is not wrong, that not only mail rates but 
passenger rates and freight rates and the whole schedule of rates for 
the air transport industry would continue downward, but we cannot 
come before this committee and say that with any degree of assurance. 
These facts have been laid before you. When we have rising labor 
and materials costs, ranging from 25 percent, in the case of labor, to 
93 percent in the case of some spare parts, we do not know how long 
we can hold those rates in line. 

One thing that is going to have quite an effect and is having quite 
an effect is the price of airplanes. They have increased markedly 
during the year. Here is one way we can indicate how they have 
increased. T will use the case of a specific airline. 

American Airlines has pointed out that if it were to buy today the 
fleet which it is now operating, it would have to spend $65,000,000 
more than it paid for its fleet in 1946, 1947, and 1948. The ‘full 
significance of that can be realized when it is considered when you 
charge depreciation on an airline and when you earn depreciation the 
theory behind it is that through charges to depreciation you can main- 
tain your capacity, the capacity of your plant, or the capacity of your 
railroad, or whatever it is, without additional financing and without 
utilizing earnings. 

This figure of American Airlines showed that they would have to 
spend $65,000,000 more than they actually paid for the fleet. 
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Of course, they are depreciating their fleet on the basis of its cost. 

To state that another way, if American Airlines were to dispose of 
its present fleet and purchase all new airplanes of the same type and 
in the same proportion, it would have a loss of capacity of about 40 
percent. 

All of those elements that are in the airline financial and operating 
picture right now give us reason to pause and wonder whether or not 
the cost level that we talked about earlier in this testimony can be 
maintained if prices keep on going up. And the question then becomes 
very real as to whether we can hold them, and if we cannot hold them 
it would not take very long for the real cost of the airlines to go well 
over that 42-cent rate. 

We have discussed the 42-cent rate stated in the statute and have 
suggested that it is marginal at the present time and may become 
too low and on that we base our recommendation that the rate not 
be fixed in a statute but that the Civil Aeronautics Board be given 
the right to fix the rate. 

We are not prepared to comment in detail about the other rates in the 
proposed rate structure, because it would take a very thorough study 
of each individual airline to know whether 63 cents a ton-mile is right 
for a particular airline or not. We do recognize that within this 
smaller group you have ranges in costs from 47.9 to 87.9 cents for the 
year 1950. It is a group which is very broad in classification. It 
does seem right offhand that the 63-cent rate is not right for carriers 
that serve the weaker routes and might not be right for the ones who 
serve the stronger routes. I think that it takes a very detailed study 
to know whether those rates are right or not. 

Here again we recommend that the rates for this class of carriers, 
for the larger carriers and for considerably the same reasons, the 
rates for the feeder lines, not be fixed in a statute, but be fixed by the 
Civil Aeronautics Board utilizing whatever studies are necessary and 
giving effect to whatever differences there are in costs and circum- 
stances and service that each of these carriers perform. 

The Cuatrman. Do you believe there should be multiple rates— 
do you believe there should be a variance in the rates in line with the 
differences in the service and the differences in the equipment and the 
differences in the volume carried? 

Mr. Trpron. On that question I cannot state the carriers’ position 
because I do not know what the carriers’ position is. I am not sure 
that they have agreed on one. They will be before the committee 
and can express their opinion on that. 

I will now turn to the question of the making of future rates under 
the administrative processes as set up under S. 1657 after the 3-year 
period in which the fixed rates are to prevail. As I understand the 
bill, the Board is required to revise rates every 3 years and it is 
forbidden to revise the rates in less than 3 vears. 

That is our understanding of it. And that being the case we would 
recommend that it be changed sufficiently so that the Board can let 
a rate go as long as it seems reasonable and change it when circum- 
stances warrant. Circumstances may permit rates to stay in effect 
for 5 or 6 years. If so, it would be a waste of time to review them in 
three. On the other hand, changing circumstances of the country and 
air transportation might require an increase or decrease in those rates 
in 18 months. 
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The CHarrmMan. You do not anticipate a variation in the passenger 
rates, do you? 

Mr. Trpron. During the 3-year period? 

The CuarrMan. Yes, sir. 

Mr. Tipton. You cannot forecast that any better than the mail 
rates. 

Passenger rates in the past 5 years have changed, both in level and 
in structure, that is, they have changed the whole rate level and 
changed the structure by giving discounts and coach fares and the like. 
It has been a period of considerable change in the passenger-rate 
structure. 

I would be surprised if the passenger rate would hold steady for a 
3-year period. I should say that we would hope that the stability in 
the industry would be promoted by holding rates in line and moving 
them only to the extent necessary for the development of additional 
traffic, and the like, but we cannot be sure. That is really the reason 
we recommend that the Board be given some flexibility here, either to 
move within this 3-year period or, ‘if the »y do not think it is necessary, 
not to review the rates for a substantial period. 

The Cuarrman. In other words, you want the Board to have the 
power and the authority to juggle the rates at will? 

Mr. Trpron. I would not state it quite that way. I would want to 
make our position clear that we do not want to have the Board 
permitted to do whatever it cares to without some standards to guide 
it, but in short, we propose that the Board be able to act, certainly, in 
this mail rate making as circumstances warrant at any particular time. 

The CuarrmMan. When you think of the long periods of time in which 
the railroad rates have not been changed, it does not seem like 3 3 years 
would be very oppressive, and yet it “might be very valuable to the 
airlines to know what they were going to ‘be paid, something that they 
would bank on and depend upon when they were planning their rev- 
enues and planning their services and planning for their new equipment 
and all. 

Mr. Treron. That I think is a very valuable attribute to be able to 
have, and I hope that we can have it. Our only position is that in the 
case of changes in economic conditions which will require either an 
increase or decrease in mail rate that the Board be in position to act. 

On the other hand, if the Board feels that the rate level can stay as 
it is for a 10-year period, they be permittted to leave it as it is for a 
10-vear period without further administrative proceedings. 

The Cuarrman. You are talking about 10 percent of the airline 
business when you are talking about the mail pay? 

Mr. Tipron. That is right. Of the total industry business the mail 
compensation is 10 percent. Of course, that is an average. For the 
Big Four it is very considerably less than 10 percent. For the smaller 
carriers it is very considerably more than 10 percent and will continue 
to be, so that the smaller the carrier gets the more crucial this mail 
compensation becomes. 

Now up to this time I have been discussing the making of fair and 
reasonable rates for the transportation of mail. I would like to take 
a few more minutes to discuss the subsidy provisions of this bill. 

The major new issue which has been included in the bill is the 
community approach which has been developed in great detail by the 
frnst & Ernst study. 
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The bill would contemplate the development, by at least the airlines 
that are receiving subsidies, of information which would be calculated 
to show the losses that they were suffering by stations and the extent 
to which subsidies would make up those losses. 

Presumably it is also contemplated that that information would go 
to the Board and be presented to the Appropriations Committee in 
support of appropriations. 

We have, in representing the scheduled airlines pointed out many 
times in the past that one of the reasons for the necessity for subsidy 
in this industry was the requirement that they provide a complete and 
nation-wide air transport system. 

The conclusions of the Ernst & Ernst report bear this contention 
out in that they point out that 503 cities served by the air transport 
industry, of that number only 55 pay their way. 

S. 1657 proposes that this characteristic of the air transport industry 
be shown constantly, so that those interested in the progress of the 
industry can see it. 

Unfortunately, I cannot state at this time what the views of the 
entire industry are on those particular provisions of the bill. 

As you know, they are matters which should require study. Some 
airlines I know consider the proposal to be a good one. Others are 
doubtful about it. Others have not completed their study of it and 
they will inform the committee as to their views either in testimony 
before the committee or in written statements or letters furnished to 
the committee. 

I can make two or three general comments about it which seem to 
prevail throughout the industry. 

The first one is that many of the computations in the Ernst & Ernst 
report as to the profitability or nonprofitability of a particular station 
do not conform precisely to the appraisals that the airlines have made 
on the basis of their day-to-day handling of traffic into a particular 
point. 

Consequently, it may be that some of the allocation formulas may 
need to be reviewed. Of course, this comment has nothing to do with 
the fundamental question as to whether this approach is a good one. 

A second concern that I have heard expressed is that if this data is 
developed to indicate the extent to which losses are being incurred at 
a particulr station it will be assumed that those losses will be com- 
pletely eliminated if the station were deleted from the system of the 
carrier concerned, and that therefore the carrier’s total expenses will 
be reduced by the amount shown in the book for that particular 
station. 

As I understood the Ernst & Ernst report no contention is made to 
that effect in that a portion of the overhead of the system is allocated 
to each station in determining whether it is a profitable station or not, 
and that therefore the mere removal of that station would not save 
the amount of money stated in the book. 

If my understanding is wrong on that I would like at any time later 
to be informed. That is our construction of it. 

The CHarrMan. I can inform you right now that your analysis is 
not wrong. 

Mr. Tipron. Thank you, sir. 

Another problem that arises out of the community study and the 
community approach is the possibility that the service to losing com- 
munities would be regarded as the only justification for giving subsidy 
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to airlines. We viewed with some concern, Senator, your statement 
in the release in which you referred specifically to service to losing 
communities as the justification for subsidy without indicating as to 
whether that was the sole one or not the sole one. We would hope 
that it would be clear and remain clear that while service to losing 
communities is an important justification for subsidies in that it 
provides a service to communities that they could not have otherwise; 
the carriers’ actual and potential services to the national defense 
are also of major value and a major justification of subsidy. 

The CHArRMAN. That is an old question that we have struggled 
with. We have tried to get the Defense Department to admit that 
they were getting a special service or a special value out of airline 
service, and they come back and say that the railroad service is 
important to the national defense, the bus service and the truck 
service is important, which they are. They are all of value to the 
national defense. Everything that we do is of value to the national 
defense at the present time. The farmer in the field, the worker in 
the factory are all contributing to national defense, inasmuch as war 
has become so far reaching. It is not like it used to be when a man 
was given a sword and sent out on the battlefield. 

Now the whole Nation is involved in war. 

Mr. Tipton. I recall the statement before your committee in which 
the national defense people said that they could put no monetary 
value on the contribution of the air transportation industry to the 
national defense. It was not very long after that when we got into 
difficulty in Korea and then I think they would have admitted pretty 
quickly that the air transport industry had a very strong and special 
role in supporting the national interests, because 40 airplanes were 
taken right off the line voluntarily, handed to the Military Establish- 
ment and operated between the west coast and Tokyo. 

I illustrated this morning earlier that at that time the Military Air 
Transport Service had not sufficient funds to maintain its establish- 
ment up to the point where it could operate its airplanes in full utili- 
zation. 

The only reason that it was safe to do that, that it was safe to reduce 
the effectiveness of their transport fleet was because they had another 
one backstopping the MATS fleet that was equipped to operate the 
airplanes at full utilization, and those 40 airplanes did the job that 
was required. 

I do not know whether you can put a dollar-and-cents value on that 
or not. I suppose you cannot. The value actually is infinite, if the 
country isin trouble. You cannot put a value on it. 

The CuarrMan. Of course, the other transportation systems render 
the same kind of service, that is, the same kind of valuable service, 
but I can think of one other national defense contribution that the 
airlines have made that was very obvious in World War II, that is, 
the aircraft industry itself was kept alive by the purchase of aircraft 
by the airlines. Had it not been that way we would not have bad 
any aircraft industry at all whea World War II broke out, because we 
did have a nucleus of aircraft industry and they were able to expand 
and reach the production records which they did reach at the close 
of the war. And that is a very important contribution that the air- 
lines make to national defense, have been making and are continuing 
to make. They keep a great many engineers and technicians and 
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workers of all types and kinds on hand and keep the mass production 
machinery geared and in shape. 

That is an extremely valuable contribution. 

Mr. Tipron. Yes, that is true. 

The CHAIRMAN. I meant to go on and say that the airplane is not 
only a transportation agency, it is a weapon, and the aircraft industry 
was kept alive and in somewhat of a going condition and we were able 
to produce the weapons that we needed in the war as a result of that. 

Mr. Treron. That was indeed a contribution, as you say. It is 
still being made. 

We have included in our statement a number of technical comments 
with respect to this subject which it will not be necessary to cover here. 

There is one point that I think might be given attention, and that 
is the method of payment of the subsidy. 

The Hoover Commission recommended a provision by which the 
subsidy would be appropriated separately, but would be credited to 
the Post Office Department, and the Post Office Department would do 
the mechanical job of paying it. 

My first impression of that particular recommendation by the 
Hoover Commission was that it did not make any sense, but the more 
we have considered it the more it seems like a sensible way to handle 
this particular thing since the Civil Aeronautics Board now does not 
have the necessary disbursing officers and the like that we required 
for the making of payments to private individuals. 

The Post Office Department does have such a staff. Consequently, 
I think it might be worth while to give consideration to the possibility 
of having appropriations made to the Board, and then credited to the 
Post Office Department in order that some money and personnel can 
be saved by the Government. 

And it helps the air lines in that we submit one batch of papers to one 
place to get all the payments required. 

That is a technical comment that we would hope the committee 
would consider. 

Referring briefly to two other bills that are pending before you, 
S. 535 deals solely with the problem of subsidy separation in the 
international field. It does not have the endorsement of the air 
transport industry. A major principle contained in the bill is for 
the construction differential subsidy, and because of the distinctions 
which exist as far as equipment is concerned between the merchant 
marine which now gets a constructional differential, and the air 
transport industry, we do not believe that at this time any construction 
differential subsidy is appropriate. 

The bill, also, provides for the transportation of mail at the prevail- 
ing universal postal union rate and the payment of an operating 
differential subsidy. 

These two issues of policy have been discussed at length by the 
airlines engaged in international service and no agreement has been 
reached. Consequently, on those issues the airlines will express 
whatever views they have. 

Turning now to S. 1757, which the chairman has introduced at the 
request of the airlines, the scheduled airlines prepared this draft 
of bill for the purpose of illustrating what we thought was a simple 
and direct approach to the problem of subsidy separation, one that 

would accomplish the two major purposes of subsidy separation 
without introducting a number of issues of great controversy, a bill 
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which would go directly to the two ultimate purposes of this whole 
effort. The one is the disclosure of how much subsidy the airlines 
are getting, that is, the domestic airlines. 

Our bill would provide that the Board would state in its mail-rate 
orders what part of that payment was subsidy and what part of it was 
mail compensation. That would be true with respect to any carrier 
coming before the Board. 

Thus, you would accomplish the disclosure of subsidy. Second, 
the bill provides that the appropriation shall be made to the Civil 
Aeronautics Board. Thus, it will be taken out of the budget of the 
Post Office Department and will be supported by the Board before the 
Appropriations Committees. The Appropriations Committees will 
have the opportunity as is intended to review those subsidy payments. 

We do suggest, as I suggested a little more at length a moment ago 
that the Board then credit those to the Post Office Department for the 
mechanical job of paying them. We feel that S. 1757 has many ad- 
vantages in terms of simplicity and we request that the committee give 
consideration to those advantages in considering all of the bills. 

I might summarize what has been said during this testimony . 

Subsidy separation in the domestic field is sound in principle and 
should be accomplished as promptly as possible. Subsidy separation 
in the international field is unsound in principle, because it will damage 
the interests of the carriers and the Government in the development 
of an international air transport system. 

S. 436 and S. 1137 should be rejected by the committee. Both 
include a requirement that mail rates be based strictly on cost, a 
principle which we vigorously oppose for reasons stated previously 
at length. 

‘They both include a requirement that the carriers’ accounting 
systems be completely revised to reflect cost allocations to classes of 
traffic. This requirement is burdensome and expensive and the in- 
formation developed would be inaccurate and useless. 

In considering S. 1657 we have recommended that the policy of 
fixing rates in a statute not be adopted, that a statutory maximum 
on mail rates not be included, and that no mandatory period be 
established for the duration of a mail rate. 

As far as the subsidy provisions of S. 1657 are concerned, we have 
suggested that the postal service continue to be one of the objectives 
of subsidy, and that certain detailed modifications be made in those 
provisions. 

We have invited the attention of the committee to S. 1757, a bill 
which we believe will accomplish all of the purposes of subsidy sepa- 
ration in the domestic field, with a minimum of expense to all. 

I am afraid in hitting the high spots I have gone beyond my time. 

The CuarrMan. That is all right. Your testimony is very valuable 
and we are very pleased to have it. We will give due consideration 
to everything you have stated in finally developing a bill that we will 
offer to the floor of the Senate. 

Does that complete your statement? 

Mr. Tipton. That completes our statement. \' 

The CHarrMan. The hearings will resume tomorrow morning at 
ten o’clock. 

(Whereupon, at 1:20 p. m., the hearing was recessed to reconvene 
at 10 a. m., Tuesday, July 10, 1951.) 
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TUESDAY, JULY 10, 1951 


UNITED STATES SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 
The committee met, pursuant to adjournment, at 10:10 a. m., in the 
committee room, room G-16, United States Capitol, Senator Edwin 
C. Johnson (chairman) presiding. 
Present: Senator Johnson of Colorado and Senator Capehart. 
Also present: Edward C. Sweeney, professional stafl member, and 
George Williams, appearing on behalf of Senator Williams 
The Cuarrman. The hearing will cowe to order. Our first witness 
is Mr. Robert W. Prescott, president of The Flying Tiger Line, Ine. 
Mr. Prescott, you may proceed. 


STATEMENT OF ROBERT W. PRESCOTT, PRESIDENT OF THE 
FLYING TIGER LINE, INC. 


Mr. Prescorr. Mr. Chairman, before I go into my prepared 
statement, I would like to point out an article in this morning’s Post 
concerning the separation of mail pay from subsidy, which you n ay or 
may not have read. 

I would like to read into the record here this morning, if I may, 
a release that was out 2 years ago, on May 18, 1949, in w hich the head- 
ing is “CAB reverses a 10-year policy, would split air-mail pay, 
subsidies”’ 

The Civil Aeronautics Board now favors segregating, and not lumping, air 
mail-service payments and subsidies to the certificated airlines, it was disclosed 
today. This reverses a position held by the Board for 10 years. 

The CuarrMan. Is that from the Washington Post? 

Mr. Prescorr. No. From the New York Times, May 18, 1949. 
I did not read the whole article. I just read the first part. 

The CuarrmMan. Do you want to put the whole article in the record? 

Mr. Prescorr. I might do just that. 

The Cuarrman. You rr ay do so if you wish. Without objection, 
the article will go into the record. 

(The document referred to is as follows:) 

[From New York Times, May 18, 1949] 
CAB Reverses a 10-YeAR Poticy, Woutp Sprit Arr-Mait Pay, Suspsipies 
(By Charles Hurd) 

WasHINGTON, May 17.—The Civil Aeronautics Board now favors segregating, 
and not lumping, air-mail-service payments and subsidies to the certificated 
airlines, it was disclosed today. This reverses a position held by the Board 
for 10 years. 
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The announcement of the change was made by Senator Edwin C. Johnson, 
Democrat, of Colorado. Mr. Johnson is chairman of the Senate Interstate 
Commerce Committee, and heads a subcommittee investigating why most airlines 
have been losing money in a period of active business. More than $100,000,000 
was paid to the certificated carriers in air-mail compensation last year, and 
Official estimates place 1949 payments at $125,000,000. 

As recently as a few weeks ago, John J. O’Connell, chairman of the CAB, 
stated before Senator Johnson’s subcommittee that the CAB did not think the 
time had arrived when segregation of service payments and subsidies was practical. 

Today, however, Chairman Johnson interrupted his subcommittee’s session 
to remark to a witness, Earl Slick, president of Slick Airlines, Inc., that the CAB 
had reversed its position. 

Senator Johnson’s comment came in the midst of testimony by Mr. Slick that 
the certificated airlines—the regularly scheduled major companies—had spent 
untold sums of money to conduct ‘cutthroat’? competition with the postwar 
freight lines and had charged their losses against operating expenses. Thus 
air-mail subsidies—given to cover operating losses of the certificated lines—actually 
paid for this form of competition, he asserted. Senator Johnson agreed that 
this was possible. 

Today’s hearing served to point up a complicated situation that spokesmen 
for the certificated and the noncertificated carriers have been describing during 
the studies. 

The certificated airlines are the major ones established in 1938. They carry 
passengers, mail and express on standard routes and at scheduled times. Soon 
after the war a large number of small companies, mainly organized by war veterans 
using surplus Air Force transports, went into the air-freight business on a contract 
basis. Two years ago the CAB granted an “exemption” under which these lines 
might try their luck at hauling cargo on an unsubsidized scheduled basis. 

This month the CAB canceled the “exemption’”’ and granted certificates for 
regular freight haulage to three of the larger companies and one small one, to 
operate for 5 years, with the specific stipulation that they should not carry mail 
or passengers or receive Government subsidies. 

Mr. Slick spoke for one of these companies. His company is certified to fly 
intercoastal services and serve the Southwest. The Flying Tiger Line, Inc., will 
compete in the intercoastal business with regional services in the Northwest. A 
third line, United States Airways, Inc., was certified for north-south services 
east of the Mississippi River. : 

The problem these companies face, Mr. Slick reiterated, is not solved alone by 
certification or the establishment of fair minimum rates, which he conceded that 
the CAB had done. 

“‘We might as well not fiy as fight carefree costs by our competitors,”’ he said, 
‘“‘Minimum rates don’t mean a thing if we operate at 13 cents a ton-mile, but have 
to buck competition which spends up to 44 cents a ton-mile to take air freight 
from us and can charge the losses off against its subsidy payments.” 

The subcommittee also heard Fred V. Gardner of Milwaukee, an industrial 
engineer without direct aviation connections, advise that the only answer to the 
problems of the airlines rests in ‘“‘a hard-boild impartial solution to the problem 
of merging and integrating our domestic airline system.”’ 


Mr. Prescorr. My name is Robert W. Prescott. I am president 
of The Flying Tiger Line, Inc., a certificated air carrier for the carriage 
of air cargo from points on the east coast to points on the west coast 
with intermediate points at key industrial centers through the breadth 
of the land. In addition to its certificated common carriage of air 
freight, the Tigers are conducting a sizable aircraft maintenance 
business and are ranging the world in contract and charter carriage. 

I appear here this morning because my company is vitally interested 
in the issues now before this committee relating to the separation 
of mail pay and subsidy being paid by the United States Government 
to the passenger carriers who carry the mail. We are vitally interested 
because we receive no mail pay and no subsidy from the Government. 
And we are not asking for a mail-paying subsidy for ourselves. 

\\ hile at first blush our appearance here may seem to present an 
anomoly, the fact that the passenger lines, now being richly sub- 
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sidized, also carry air freight in direct competition with us makes 
apparent our very direct interest in the issues of mail pay separation 
from subsidy and the identification of subsidy for what it is. What 
we have to say will be not merely in our self interest but, more impor- 
tant, in the public interest. For what best serves the public interest 
will, in the long run, best serve our self-interest. 

Our experience as a nonsubsidized air carrier throws substantial 
light on the subsidy question and deserves careful consideration in 
relation to the bills now before this committee. 

The Flying Tiger Line, Inc., was organized in 1945 and was the first 
all-cargo line ever to be organized in this country. The company was 
organized by a group of us who flew with Chennault in China even 
before this country was forced into the last war. Our origin explains 
our name. While we are a veteran-organized and a veteran-managed 
company, we have never sought any special privilege as veterans. 

We have demanded our rights as citizens to engage in normal 
civilian business and to pioneer a new industry which we and other 
companies, newly formed after the last war, have created. We are 
having to fight for every inch of the air through which we fly against 
the combined and bitter opposition of the entrenched passenger car- 
riers who have been consistently subsidized by mail pay, and who, 
since we have commenced operations as carriers of air freight, have 
also come into the air freight business. It has been a battle of. the 
unsubsidized against the subsidized. The results of this battle should 
be appraised by the Congress in terms of the national interest. 

The few air-freight carriers who have been certificated by the Civil 
Aeronautics Board are no small factor in the air today. I have recent- 
ly checked the latest available statistics on the air-transportation 
industries. There are today 18 domestic airlines including the air- 
cargo carriers but excluding the small feeder lines. In six short years 
The Flying Tiger Line, Inc., has risen in rank until today it is sixth 
in number of daily miles flown, seventh in total dollars of revenue 
before mail pay, sixth in number of aircraft operated, and fourth in 
dollar profit before mail pay and taxes. 

In making these calculations I have excluded mail pay and taxes to 
make us comparable with the other large carriers. The other high 
ranking carriers receive mail pay which includes subsidy while the 
Tigers donot. This year the Tigers will not only have large corporate 
taxes, but a substantial excess profits tax as well; the other high rank- 
ing carriers, because of applicable exemptions in the tax law, will be 
subject to little or no excess profits taxes. 

Today, the Tigers, nonsubsidized, but profitable, are a dominant 
figure in the air freight industry. This year Tigers will carry approx- 
imately 55,000,000 ton-miles of air freight as compared with about 
22,000,000 ton-miles carried last year. 

Furthermore, its four-motored equipment is now engaged for the 
most part on the air lift to Japan in support of the Korean war effort. 

The important fact is that the Tigers—and also Slick, another non- 
subsidized air-freight carrier—are making a substantial profit, a 
profit without subsidy. 

Consequently, Tigers and Slick have demonstrated that an air 
carrier can operate on a large scale profitably and without benefit of 
subsidy and even without mail pay. 


86680—51—_—21 
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The CuarrMan. Do you mind being anteerupted? 

Mr. Prescort. No, sir. 

The Cuarrman. Your statement is that Tigers will not only have 
large corporate taxes but a substantial excess-profits tax as well, 
and the other high-ranking carriers, because of exemptions in the 
tax law, will be subject to little or no excess-profits taxes. Then 
turning the page you say that your company is sixth in number of 
daily miles flown, seventh in total dollars of revenue before mail pay, 
sixth in number of aircraft operated, and fourth in dollar profits be- 
fore mail pay and taxes. So there are at least three carriers who 
have more profits than you have. 

Mr. Prescorr. That is correct; yes, sir. 

The CHaArRMAN. You pay an excess-profits tax, or say that you 
will, and you say that they will not pay an exe ess-profits tax. Is 
that due to the " public-utility amendment in the excess-profits-tax 
law which gives them an earning of 7 percent? 

Mr. Prescorr. Yes, sir. 1 think if you will analyze the taxes, 
particularly those that the Big Four will be subject to, you will find 
very little excess-profits tax in any of their calculations based on their 
present earnings. 

Mr. CuarrMan. Are your tax returns on a different basis from theirs? 

Mr. Prescorr. We have, as others do, a choice of formulas to work 
on. One formula that we won’t have is that one designed for mail- 
carrying airlines in which, if you do not have a net profit before mail 
pay, you pay no excess-profits taxes. We cannot take advantage of 
that naturally because we are not a mail-carrying airline. We do 
have a relatively small investment compared to our revenues today. 
We have no earnings records, so we are stuck against the 62-percent 
peg practically the first day of the year. 

The Cuarrman. That is a rather startling statement. I wanted an 
additional expression of it. You may go ahead. 

Mr. Prescorr. Before considering specific proposals on mail pay 
and subsidy one further very important facet of the problem should 
be borne in mind. One of the prime considerations stipulated by the 
Congress in making provision for subsidy was the encouragement and 
development of an air-transportation system which would be properly 
adapted to the needs of national defense. What has been the con- 
tribution of the subsidized and nonsubsidized airlines to the national 
defense? 

The Korean War has produced a great demand for domestic air 
freight carriage by the domestic airlines. This required lift has been 
prov vided. The part played by the Tigers and Slick has already been 
mentioned. In addition, the war has produced the “Tokyo lift’’ to 
which all carriers were requested to dedicate the maximum number of 
four-motored aircraft they could spare. The Tokyo lift, started just 
a year ago, in the early days of July 1950, quickly provided the aircraft 
required to meet the military needs. 

Planes were provided by the domestic and international air carriers, 
all of whom are mail-carrying, subsidized lines, and by the Tigers, a 
nonsubsidized certificated carrier, and by the large irregular and con- 
tract carriers, Transocean, Seaboard and Western, and California 
Eastern, also nonsubsidized. The data on this military movement are 
still largely ‘‘restricted,’’ but when the full story can be told, the im- 
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portance of the nonsubsidized segment of the air-transportation system 
will be readily recognized. 

There has been some publicity accorded the Korean lift by the trade 
journals. From the information thus publicized it is safe to make the 
following observations. The domestic passenger carriers without 
international routes have not attempted to operate these planes them- 
selves, but have turned them over to Pan American and to United to 
operate. The Tigers have operated their own planes at all times. The 
Tigers have provided about 10 percent of the total commercial airlift 
in the Korean operation. This is about 40 percent more than that 
afforded by the planes contributed by either American, TWA, or 
United. 

Under these circumstances it can hardly be said that the provision 
of subsidy is the best or only way to encourage and develop an air- 
transportation system to meet the present and future needs of the 
national defense. 

I do not mean to say that no subsidy should be provided to encour- 
age, develop, and assure the existence of an adequate air-transporta- 
tion system. It may well be that in its present state of development, 
the air-transportation system may still need subsidy. 

If subsidy is to be donated by the Government, it is patent that the 
Government should know, one, how much subsidy is actually required, 
and two, how much subsidy in fact is being donated out of the treasury 
of the United States. Under the present system it is impossible to 
find an answer to either. 

Payments for the service performed in carrying the mail and for 
subsidy, have been so effectively combined that the mail carriers con- 
tend it is impossible to ascertain the costs of carrying the mail. The 
mail-carrying airlines have deliberately so set up their accounts that 
it is impossible to break out costs, not only of carrying the mail, but 
of carrying air freight as well, unless cost allocation is legislated. The 
mail-carrying airlines have persistently contended that it is impossible 
to make allocations of joint costs so that the costs of carrying mail, o 
passengers, or freight can be determined. 

The only way you can tell what goes on behind the scenes is when the 
curtain is occasionally lifted, as it was by the startling admission by 
the president of one of our nearest competitors, Mr. W. A. Patterson 
of United Airlines, when he was interviewed by United States News 
and World Report on October 6, 1950. Said Mr. Patterson: 

We, in United Air, had about 3 million dollars’ worth of freight business last 
year, and, based on straight out-of-pocket costs, we picked up about $200,000 in 


cash on the transaction. But, on a strict accounting basis, cost allocation, we 
lost 2 million dollars. 


This same year United, which lost $2,000,000 in the freight business 
by Mr. Patterson’s own admission, picked up $6,000,000 in mail pay 
at the rate of about 70 cents per ton-mile. 

Now, that $200,000 ‘out-of-pocket profits” pic ‘ked up by United 
and on similar “transactions” by American and TWA cost the Tigers 
and Slick, by this uneconomic competition, at least 3 years in their 
efforts to build this unsubsidized freight business to the point where 
new modern equipment could be safely ordered. If we had been able 
to place these orders when we should have, the effective assistance 
these two companies could make today in defense transportation would 
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be easily tripled. I would say this is one instance where subsidy has 
retarded the development of the aviation industry. 

Only a few years ago the air-cargo carriers were faced with destruc- 
tion by a rate war in air freight waged by American, United, TWA, 
and Capital. This unfair competition, which was subsidized by the 
mail-pay subsidy, was finally stopped by an order by the Civil Aero- 
nautices Board in the air freight-rate investigation. 

In that case the mail-carrying airlines insisted that it was not pos- 
sible to determine costs upon any allocation of joint costs. The Board 
was forced to a decision based upon the costs of the all-cargo carriers 
as the only adequate cost data available. Its decision in that case 
marks the turning point for the cargo carriers. Their financial position 
agnored immediately, and Slick and Tigers have moved into the 

ack, 

For the past 4 years the Big Four Mail case has been pending be- 
fore the Civil Aeronautics Board. In previous hearings before 
congressional committees, members of the Board have stated that 
this case would provide a determination of the cost of carrying the 
mail and that the concomitant accounting problems would be met 
and solved. 

This committee has just received a letter from the Board advising 
you that the case has now been settled by conferences in which the 

ig Four carriers have “agreed to accept” a mail rate of 63 cents per 
ton-mile for the past period, during which a temporary rate was in 
effect, and 45 cents per ton-mile for the future. The Board would 
denominate this last figure as a “compensatory rate.” But this rate 
is not one based upon a determination of the cost of carrying the mail 
based upon a sound accounting system. The basic decisions as to 
accounting are avoided by the procedure adopted by the Board. 

The all-cargo carriers who intervened in this case have agreed not 
to oppose the settlement on procedural grounds, and not to object 
to the Board’s proposed procedure for putting the new rates it had 
decided upon into effect; and we have indicated no appeal to the 
courts will be taken. We have reserved the right to protest that the 
proposed rates are in our opinion too high in terms of the cost of the 
mail service to the carriers. 

We have come to the conclusion that it is futile to do much more 
until the Congress requires the determination of costs upon an ac- 
counting system making provision for proper allocations of joint costs. 

The Board now proposes to make annual reports showing its 
separation of the “compensatory” and “subsidy” elements of mail pay. 
However, we cannot now say, and we have no confidence that the 
future will disclose, what the elements are that are ‘“‘compensatory.”’ 
Under the present accounting system prescribed by the Board, it is 
not possible to determine the “cost”? element, and nowhere can you 
find what other elements there are in a ‘‘compensatory”’ rate. 

In fact and in simple truth, there will be no solution to this key 
problem in air transportation unless and until the Congress compels 
by statute a true separation of subsidy from mail pay. 

I think there is no doubt that all parties interested in this problem 
are agreed on the following points: One, mixing mail pay and sub- 
sidies is inappropriate; two, the Post Office should certainly get the 
best possible price for payment for flying the mails; three, those 
Post Office payments to the air lines should not be allowed to be used 
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to finance unfair competition; four, necessary subsidies for the 
aviation industry should not be loaded on the Post Office but appro- 
priated annually in open fashion by Congress to the Civil Aeronautics 
Board. 

The carrying of mail is a business function. The service rendered 
should carry a fair price ticket. Inasmuch as the Government by 
subsidy underwrites the profits of provident airlines, the price should 
be no more than will return the costs of the service plus a reasonable 
profit thereon. 

Then, insofar as more is needed to keep the airlines enjoying the 
donations of subsidy on a profitable keel, the Government can provide 
an outright subsidy. But the country is entitled to know how much 
that is, and the Congress when called upon for subsidy appropriations 
should be entitled to decide whether it is worth the candle to keep the 
subsidized lines in business. After all, after a reasonable period, 
if the airlines cannot become self-sufficient, maybe some other means of 
creating a satisfactory air-transportation system should be considered. 

As a corollary, since the Post Office pays for the mail service, it 
should pay a proper mail rate. But no one has yet presented any 
reasonable explanation as to why, now that the air-transportation 
system is approaching maturity, the Post Office should have the 
subsidies loaded on it. Such subsidies should be separately deter- 
mined, and their payment should be specifically appropriated. Only 
in that w ay can the Congress control the situation, eliminate unneces- 
sary expenditure, and evaluate the benefits to the national welfare 
of the subsidy-fed airlines. 

There are several bills pending before this committee which purport 
to deal with the problem in realistic terms. And there have been many 
amendments proposed by interested parties, many of which would 
emasculate the legislation and defeat its purpose. Such amendments 
would achieve the same objectives as are proposed in S. 1757. The 
vital thing is that the Congress by statute require a separation of mail 
pay and subsidy and that the determination of the mail rate shall be 
made upon a formula that will realistically gear the mail rate to the 
cost of carrying the mail. 

A mail rate thus established will charge the Post Office with only a 
reasonable cost for the mail service and at the same time will not 
provide the air carriers with the funds to engage in uneconomic 
practice and to finance unfair competition in the other services 
rendered in competition with self-supporting air freight carriers. 

The bills now before this committee present two fundamental ap- 
proaches to the problem. 

S. 436, introduced by the effective chairman of this committee, 
would provide for mail pay based upon fully distributed costs de- 
termined pursuant to a system of cost accounting providing for 
proper cost allocations between the various services furnished by the 
air carrier. S. 1137, if properly strengthened along the lines indicated 
by the amendments recently suggested to you by Senator Lehman and 
Congressman Kennedy, would accomplish the same result. Passage 
of either of these bills would mean: One, that the Post Office would not 
be charged more than the real cost of fly ing the mail, plus a fair return 
on the amount of investment devoted to the mail service. 
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Two, that the necessary mail-cost figures would be secured by re- 
quiring the air carriers to allocate their costs in accordance with sound 
accounting principles. 

Three, that the allocation of costs broken down into the four prime 
services—(1) passenger, (2) express, (3) freight, and (4) mail—would 
provide not only the cost of the mail service but would also reveal 
speedily whether Government money were being used to finance 
unfair competition to secure other business, such as air freight. 

Four, that subsidy, but subsidy clearly recognized, will be available 
for any carrier demonstrating justifiable need. The economic life of 
no carrier will be imperiled by this legislation. 

You have already been presented with the sophistry of the mail car- 
riers that it is not possible to make allocations of joint costs and to 
determine the cost of carrying the mail, or freight or express, or pas- 
sengers. And you will undoubtedly hear repetitions of such sophistry 
as long as you have the patience to listen. If we understand the logic 
of Mr. Tipton, who testified here yesterday, the chief impediment to 
true cost allocation is hauling a little trash out of Boston. 

More important, you have heard the Civil Aeronautics Board 
itself oppose the requirement of a cost-accounting system based upon 
the full distribution and allocation of costs as a prerequisite to its 
determination of the costs of a service rendered by the air carriers. 

This persistent effort to make out a unique case for the mail carriers 
is difficult to comprehend. Many other industries are faced with 
multiple-product or joint-cost accounting. It is more the rule than 
the exception. Other industries have worked out usable accounting 
systems to meet their needs. There is no good reason why the air 
industry could not do likewise. 

However difficult it is to comprehend why the mail rate should be 
left to undisclosed judgments of the Civil Aeronautics Board, the fact 
is not difficult to comprehend that there is little likelihood of the Civil 
Aeronautics Board setting up and using an appropriate cost-allocation 
system unless directed by legislation. 

By “cost allocation,” I mean fully distributed cost allocation, as 
defined at the House hearings in 1950 by Secretary Sawyer, and as 
provided in S. 436, whereby each type of traffic bears its full and fair 
share of joint costs. 

We are convinced that S. 436 should be adopted by the Congress 
as a solution to the long-range problem involved in the separation of 
mail pay and subsidy. But we do think that certain changes should 
be made in the bill to provide additional incentives to both the Civil 
Aeronautics Board and to the mail carriers to make the basic provisions 
of that bill effective. 

For more than 12 years the Civil Aeronautics Board has struggled 
with determination of mail rates. It has not- succeeded in getting 
adequate data from the carriers. As a result, we have had rate 
decisions by the Board, based more on expediency than fact. For 
years the Big Four airlines have been operating on an “interim rate”’ 
which has been, in effect, simply a negotiated rate which now is to 
be supplanted by an “acceptable” rate by way of settlement of the 
case. 

In view of the expressions of the Board before this committee and 
of the progress toward costing in the Big Four Mail Rate case, | 
despair of any rapid progress in the setting up of an accounting system 
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which will reveal the cost of carrying the mail unclouded by obscure 
judgment factors, unless Congress not only provides for fully distrib- 
uted cost allocation but also provides some compelling reason to 
effect compliance with the costing provisions of the bill. 

I think that the necessary additional incentive can be found in the 
new approach proposed by the chairman of this committee as one 
presenting a readily adaptable and practical solution. 

The mail carriers insist that it is impossible to make cost allocations. 
Parentbetically, their position is like that of any other Government 
contractor working on a cost-plus basis and who mixes his civilian 
work with Government work; the less a Government contractor 
knows about allocation of his costs the more easily he can load his 
cost-plus contract with “costs.”’ Since we cannot get the adminis- 
trative body or the carriers to allocate costs, let us see whether we 
cannot resolve the immediate problem by agreeing with them. 

The chairman of this committee has “proposed. that the Congress 
itself legislate the mail rate, a rate to be calculated along lines sug- 
gested in the report by Ernst & Ernst made for this committee. 
Fundamentally, the chairman has proposed that, instead of looking 
to costs, prices be considered; he would relate the price for the car- 
riage of mail to the coach rate for passengers. 

Ernst & Ernst would relate the price of mail carriage to the first- 
class passenger fare. For reasons which I shall set ‘forth, I agree 
with the principle but respectfully disagree with the reference rates 
proposed. 

I think we can all agree that a permanent, legislated rate might 
provide too rigid a rate structure. I therefore suggest that the 
legislated rate be adopted as a temporary rate, by ‘amendment of 
S. 436, until such time as either the Civil Aeronautics Board or the 
interested carriers determine the true costs of carrying the mail in 
accord with the accounting provisions of this bill. 

Under the present law, the longer the carrier can keep the Board 
from making a determination of costs, the longer it can continue to 
collect high rates in which are hidden substantial subsidy payments. 
The burden has been on the Board to prove that subsidy exists. 

However, under S. 436, amended to provide a legislated temporary 
rate, the burden would be on the carrier to prove the need for a sub- 
sidy before he could receive a subsidy payment. This would make 
necessary a showing of costs before a subsidy payment could be 
obtained. The Civil Aeronautics Board will be astounded at how 
quickly the carriers will be able to set up their accounts in accord 
with the sound accounting principles of S. 436. 

There remains the consideration of the rate that should be legis- 
lated for the temporary rate. The solution to this problem is essen- 
tially quite simple. ‘The approach proposed by the chairman of this 
committee provides the logic. 

The chairman would price the commodity of mail carriage as other 
commodities are priced. For example, if the Government is to buy 
trucks from General Motors, it does not go into General Motors cost 
accounting to see how that company allocates its costs between the 
building of trucks and of passenger cars. Instead, it looks to the 
price charged for trucks by General Motors sold to other customers. 
It is not illogical that air-mail rates be set in the same fashion, at 
least on a short-run basis. 
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This approach would leave to management for the temporary rate 
all of the judgment factors that go into the setting of prices for the 
commodities it has to sell. To management is left the problems of 
costing and pricing to keep its concern solvent and profitable. To 
competition is left the problem of protecting the consumer against 
extortionate prices. 

Since the mail service has only the one customer, the Government, 
we perforce must look to the prices charged for a comparable service ; 
we must relate the price of the mail service to the price for a com- 
parable service. It is here that I would part company with Ernst & 
Ernst, and I hope that I can convince the chairman ‘and the other 
members of this committee and of the Congress to accompany me. 

For the passenger tariff is not the logical price to which to relate 
the price for the mail service. The passenger service has a set of 
conditions all its own: it has its own costs of sales, solicitation, and 
ticketing, of plush cabin space and seats for passengers, of expensive 
meals and stewardess service. The price for passenger service set 
by management takes all this into account. This is true both for 
first-class and for coach service. 

On the other hand, management has set a price on services which 
are closely akin to that furnished for the mail. That price is found 
in the tariffs for air freight and the revenues from express. 

That air freight and express and air mail have similar characteristics 
cannot be denied. ‘They are inanimate, they move in volume, they 
move in the same compartments of the aircraft, they entail the same 
type of handling in the air and even on the ground, and they are in- 
creasingly competitive. The same plane that carries a dress or a 
machine part, mailed to a person or a company, may well carry another 
dress or another machine part air-freighted or expressed to the same 
person or company. 

The tariffs amd rates set for carrying air freight and express are 
presumably designed at least to recover costs. The au freight and 
express volume carried by the air mail carriers exceeds the volume 
of mail carried by them. The physical conditions of carriage are the 
same. There is no logical reason for the post office to pay for the 
transportation of its property any more than other shippers, using 
air freight and express, pay. 

True, the air carriers may be able to show some costs for mail 
that are peculiar to it. However, it is even truer that there are costs 
for air freight, for example, which do not attach to the mail. 

The sales and solicitation costs for air freight, the provision for 
doubtful accounts, pick-up and delivery costs to the extent they can- 
not be passed on, the billmg and manifesting costs, and the higher 
labor and loading costs for cargo of varying shapes, sizes, and density, 
compared to the rather uniform size, weight, and density of mail, all 
are heavy costs of air freight but are negligible for the mail. 

But as a practical matter the prices set by management for air 
freight and express can well be and should be related to the temporary 
price to be set for the mail as such. 

If a formula of basing mail rates on the weighted average revenues 
from air freight and express for the carriage of air mail is adopted, no 
airline will be injured. If such an air carrier requires more than its 
air freight and express prices for carrying the mail in order to operate 
profitably, it merely has the burden of proof of showing the excess of 
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costs of carrying the mail over other types of property in order to get a 
higher mail-carrying price. If it cannot do this but still needs ad- 
ditional income, it can get it under its true name—subsidy. 

Let us consider for a moment the sav ings to the post office of such a 
formula. If in 1950 mail on all United States airlines had been carried 
at the weighted average rate of express revenue and air-freight rates, 
the savings to the post office would have been $98,000,000. This is a 
saving $34,000,000 greater than would have occurred had S. 1657 been 
the law last year, according to the figures revealed by the chairman of 
this committee. 

Therefore, 1 propose that the formula proposed by Chairman 
Johnson be changed. Instead of legislating a rate of $0.42 as the base 

rate, provide that the mail rate be ¢ omparable to the weighted average 
revenue enjoyed by a carrier for comparable units of weight. Let 
anything to be paid above that be determined and labeled for what it 
is, a subsidy until such time as the cost of carrying the mail can be 
determined pursuant to the provisions of 8S. 436. And with the 
burden to demonstrate need or lack of need on the carrier instead of 
on the administrative board, we can expect speedy determination 
of costs and demonstration of real subsidy needs. 

The air-freight carriers have already demonstrated that no subsidy 
is necessary for the normal, civilian development of the air-freight 
industry. But if the mail carriers, while carrying air freight at A 
cents or 20 cents per ton are to receive 42 cents for carrying mail, 
comparable product, as would be provided by S. 1657, the compe sitive e 

advantage thus afforded the aad ‘arrier over the air-freight carrier 


can crush the nonsubsidized air-troigh industry. 
The excess payments received for carrying the mail have been and 


will be used by the mail carriers in rate wars and in service wars 
that will destroy the all-freight carrier. 

As I have stated, in the normal, commercial development of the 
air-freight industry, no subsidy is needed. Slick, an all-freight carrier, 
has already announced its purchase of a fleet of DC-GA’s. The 
DC-6A is one of the newest, largest, and best pieces of new freight- 
carrying equipment. In due course, the Tigers will announce their 
plans for the future. All of these plans are predicated upon no 
subsidy. 

However, it has been suggested that it may become highly essential 
for military reasons, to accelerate the developme nt of the air-freight 
business and/or the deve ‘lopment of new equipment. Such a subsidy 
for such artificial accelerated expansion should not be limited to the 
mail-carrying carriers. Those members of the air-freight industry 
who have demonstrated their ability to perform—the all-freight 
carriers—should be called upon to participate in the de :velopmental 
and expansion work, and should receive for this specific work the 
same treatment accorded the passenger lines who incidentally carry 
freight. 

This committee has within its power to make the greatest single 
contribution to the development of the air-transportation system by 
presenting legislation which will resolve the problems of separation 
of mail pay and subsidy and the establishment of a mail-rate structure 
based on cost. It should see to it that legislation is enacted promptly 
to set a new and sound pattern for the air mail. 
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Prompt enactment of S. 436, with the additional incentive I have 
mentioned, will best accomplish the three objectives which I mentioned 
earlier of providing a sound and economic method of paying for the 
mail, — against unfair competition, and providing for full 
public knowledge and approval for any airline subsidies. 

That is the end of my presentation, sir. 

The Cuarrman. Do you wish the last page, the enclosure A, to be 
inserted? 

Mr. Prescott. Yes, sir. 

The CuarrmMan. That will be inserted in the record at this point, 
if there is no objection. 

(The document referred to is as follows:) 


ENcLosuRE A.—Comparative savings to the Post Office, calendar year 1950 











| Ifair mail | If air mail 
|} moved at moved by 
| rates legis- | freight and 
lated in express 
| §.1657! | rates? 
BR Ec ccec tcten dwn ouwisihincamnaiabtab alee tae eet e eel ees | $7,482,233 | $14, 521, 499 
a ae el a aa 17, 270, 653 21, 188, 159 
SE ais «chet an dndeuccelttnyacnetun bitesade-atbiotn othe Jeciebiipaasdedisein dealt 14, 596, 611 | 15, 636, 135 
I sa icensiitiatachinndirdnitdmeatindeddaiaesagathdicdidiiianltiiintsinaehiil 24,630,727 | 46, 991, 196 
NE ic da ibaa ada athe bins ....---| 63,980,224 | 98,336, 989 


1 Tabulations by staff of Senate Interstate Committee. 

2 Computations by R. W. Prescott, president, Flying Tiger Line, Inc., based on CAB’s 1950 Recurrent 
Report of Financial and Traffic Data. Greater savings under Prescott formula: $34,356,765. 

3 Does not include Helicopter Air Service and L. A. Airways. 

Nore 1.—In both tabulations, the potential savings are based on comparing what the Post Office actually 
did pay to air lines during 1950, with what they would have had to pay under 8S. 1657 (column 1) or under 
he property-rate formula (column 2). 

NOTE 2.—Preperty includes both freight and express. 


The CuHatrMAN. Does that complete your statement? 

Mr. Prescorr. Yes, sir, it does. 

The CuarrMan. Mr. Tipton, in his statement yesterday, Mr. Pres- 
cott, pointed out that mail has a priority and that that priority is of 
great value to the Post Office Department and to the users of the 
United States mail, and for that reason it should carry a heavier 
charge than dead freight which, while that freight needs to be expe- 
dited, does not have as great a priority as mail does. Since that 
priority costs the airlines money, and since it is valuable to the users 
of air mail, the airline should be compensated on account of that 
priority. 

Do you have anything to suggest with respect to that point? 

Mr. Prescorr. No, except this: that priority should be afforded to 
any customer as important as the post office. We in the freight 
business have seen priorities offered to the commercial users of freight 
who paid no premium price for it. We lost one of the biggest accounts 
in the business to American Airlines because American guaranteed to 
get their freight from New York to Los Angeles on the first morning 
delivery. I say “guaranteed’’; they put in a special flight for them 
and flew it to California. We understand the load factor on that one 
DC-4 was less than 50 percent. They got wonderful delivery and 
didn’t pay any more than anyone else for the service. They were an 
important customer. 
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If you are looking for costs, these airlines like to be treated as 
public utilities and like to throw in value considerations at the same 
time. You have to be black or white. You cannot stradlde the 
fence. 

The CuarrMan. You say that United lost $2 million in carrying 
freight. The rate evidently was too low on carrying freight, was it 
not, if they lost that much money? 

Mr. Prescorr. Possibly for United’s costs, if what he says is 
true—and we have only Mr. Patterson’s statement. You cannot get 
into his cost allocations to see what he meant by the $2 million loss in 
freight. If what he says is true, the costs for United are too high for 
the price they got on the freight. 

The CuarrMan. What do you think about the costs? You have 
had experience hauling freight, do you think that the rates that 
United carried freight for are too low? 

Mr. Prescort. | think that possibly it was too low, but not too 
low for the freight to be carried, possibly too low for United to carry it. 

The CuarrMan. As I understand it, these passenger-freight carriers 
carry the freight when it is convenient for them to carry it, that is, 
when they do not have a full load of passengers and mail, then they 
fill it out with freight. Is that the way they operate? 

Mr. Prescorr. No, sir. You would not find that in competition 
with them, Senator. They might say that. They will say in this 
hearing that freight carrying is very low priority traffic, but they will 
tell the customers that they will move the freight. But they do not. 
There is too much competition for it. The fact that they block off 
a seat for mail does not mean that the passenger who occupied that 
seat still will not take the trip he proposed to take on the next flight 
or some following flight. 

The CuarrMan. Isn’t that the way they handle their freight, 
they give preference and priority to mail and to passenger carriage? 

Mr. Prescort. All three of the large transcontinental carriers we 
are competing against have all-freight planes and give the same daily 
service with all-freight planes that we do, and in addition use their 
freight compartments, their baggage compartments, for additional 
freight. 

he peculiarity about freight is that you do not get it throughout 
the day, so that the passenger compartments were not filled with 
freight in the noon-hour flights or afternoon. You get the freight 
after the business day closes and the night planes will have quite a 
load on them, either the all-cargo planes or the others. 

As to the amount of priority or cost, I do not know. I have not 
been in the operations and do not know what it costs them to afford 
this priority. I know if they were competitively bidding they would 
come in and give this priority without charging for it. If they were 
bidding against our company on a competitive freight-mail haul 
between Los Angeles and New York, you can bet your boots they 
would say, ‘“‘We will give first priority,” and would not charge a 
nickel for it. 

The Cuarrman. That would be part of the incentive? 

Mr. Prescorr. Part of their offer; yes, sir. 

The Cuarrman. In this statement which you quoted from Mr. 
Patterson, he said, ‘““‘We picked up about $200,000 in cash on the 
transaction but on a strict accounting basis cost allocation we lost 
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$2 million.’”’ That is a very revealing statement, as you say, if it 
is a thoughtful statement. If it is just something picked out of the 
air by Mr, Patterson for some reporter, of course it is not so important. 

Mr. Prescorr. As a matter of record, practically the same thing 
was said to the stockholders in their annual property report. They 
put out a pamphlet with questions and answers. I can produce that 
for you. He said just about the same thing there. 

The CHarrRMAN. That is a revealing statement, as I said. It 
should be elaborated on by Mr. Patterson, and we shall ask Mr. 
Patterson exactly what he means by that statement. He refers to 
cost allocations in this statement, and cost allocation has come in for 
considerable testimony in these hearings. It is an important con- 
sideration. We will have to ask Mr. Patterson about that statement. 
I have been trying to reconcile that statement with a statement in 
your prepared paper at the bottom of page 14. You used, it seems to 
me, some obscure language. I would like to have you elaborate on it. 

Tell us exactly what you mean when you said, “If a formula of basing 
mail rates on the weighted average revenues from air freight and 
express for the carriage of air mail is adopted, no airline will be 
injured.” 

I am wondering what you mean by “weighted average revenues 
from air freight and express.” 

Mr. Prescorr. Here is the proposition. You carry your air 
express and air freight on these planes. I do not think that we should 
shoot straight to air freight which is a lower rate and peg the price of 
carrying the mail, which is property, to the air freight rate, nor do I say 
peg it all to the air express rate which is considerably higher. 

Let us see what they are getting as an average return or weighted 
average return for their carriage of property. About 75 percent of 
their property carriage is freight, and 25 is express. Their average 
freight revenue is about 20 cents. Their average express revenue in 
1950 was about 34 cents. So weighting 20 cents as 75 percent of the 
weighted average and 34 cents as 25 percent of the weighted average, 
you will come out with the kind of revenue they should receive for 
mail pay as a temporary rate, and only as a temporary rate, until 
they demonstrate that the cost of mail is higher than that, or, not 
being able to demonstrate that, that they just plain need more money. 
Then we get what we call subsidy. You will know the following 
years when they come up for it how much you are going to spend to 
keep these airlines going and whether it is worth it or not. 

The CHarrMan. Mr. Tipton made another statement that I would 
like to have your testimony on. He said, concerning parcel post, 
that many times the parcel post package is a greater burden on the 
airline from the standpoint of the space it occupies, rather than the 
weight of the package. Is there very much to that, that is, the light 
package, maybe with a lady’s hat or something like that in it, which 
would not weigh very much but would occupy a lot of space, especially 
if it is one of these umbrella hats some wear to the ball game. When 
you get located bebind them you cannot see what is going on. 

Mr. Prescorr. Yes, sir; that is very true, and it would be a good 
tool or weapon for them to come in and say, “The density on this is 
so light that we have to have more for parcel post.’”’ They can 
average out density on any commodity they are carrying, even parcel 
post. Throughout the years it will not vary very much. We call 6 
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pounds per cubic foot an average density. If it is less than 6 pounds 
per cubic foot, we charge more for air ‘freight. We-have to or else 
we would be losing money on the plane load. 

The Cuarrman. You do make an extra charge where it is a bulky 
article? 

Mr. Prescorr. Yes, sir. If it weighs less than 6 pounds per cubic 
foot of space it occupies in the airplane, they have to pay for space 
rather than weight. Cut flowers are shipped out of California and 
Denver, as you know. 

The CHAIRMAN. Carnations. 

Mr. Prescorr. Yes, sir. Oftentimes the shipping box is so large 
that you weigh it and measure it and it will come out to maybe 4 
pounds per cubic foot. Se we just bill the shipper for the amount of 
space he is taking. It is not a new problem. It is true in the steam- 
ships and on the railroads, too. 

The Cuarrman. Railroads get their mail pay on a space basis, but 
of course they provide a mail car where a post office clerk works, which 
the airlines do not do, and which they do not propose to do. 

I am very much interested in learning your point of view in regard 
to the actual costs of hauling freight. “You are hauling freight at 20 
cents and you say you are paying an excess profits tax on that? 

Mr. Prescorr. Our average freight revenue is about 15 cents on a 
year-round average, Senator. The revenue for the passenger carriers 
are somewhat higher where we are not competing with them. Then 
their rate is a little higher. They only get 15 cents on the routes that 
we are paralleling them on. If you want to ship to Oshkosh or some 
place where we do not ship, you will find the rate back up to the pre- 
freight company levels. 

Their general average is 20 cents. You asked me if we were making 
money on our freight business. We are. Our company is right now 
engaged in about 10 different operations. We have had to scrounge 
around in the last few years to keep our head above water. We have 
developed outside maintenance work for other carriers. We have done 
a lot of contract flying in both this country and in Europe. All of 
that business has contributed to making our company considerably 
more rpm than it otherwise would be. 

The CuarrMan. So the excess-profits tax that you pay may not 
be money that you earned in the transportation business? 

Mr. Prescorr. Transportation business, but not the air freight 
business. Our flying, contract flying, is profitable in this country 
and abroad. On air-freight business on its own we are earning a 
fair return on our money but not any excess amounts. 

The CHarrman. In the 20 cents average pay that you get for haul- 
ing freight, are you subsidizing that transportation by other activities 
of your company? If you are paying an excess-profits tax out of 
other activities, perhaps you are carrying freight at less than cost, too. 

Mr. Prescort. No, sir. We receive 15 cents as an average per 
ton-mile for carrying freight. If we were receiving 20 cents, we 
would be paying an excess-profits tax on the freight business, because 
that is a tremendous difference on your net revenues. We are not 
carrying freight at a loss. I will be glad to demonstrate that to you 
with our books any time you would like to see them. 

We have to keep a high volume of freight under our cost and pricing 
set-up. If our volume goes down, we will lose and lose badly. 
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The Cuarrman. You were having great difficulty in staying in 
business, as I .understood it, prior to the Korean War. Has the 
Korean War given you that much more business? 

Mr. Prescorr. May I correct that? We were not having trouble 
staying in business before the Korean War. Our fiscal year ends on 
June 30. On June 30 of last year we earned a half-million dollars. 
The net worth of our company was about $2,400,000. I wouldn’t say 
that is having too hard a time staying in business. We made a profit 
staying in business the year before that, too. 

In answering your question, yes, we made more money in this past 
year because of the increased military flying that we are doing and 
also we have increased our fleet by a considerable amount. This 
time last year my company had about 6 C-46’s and 5 DC+’s. Now 
we are operating 8 DC—4’s and 26 C—46’s. The more pieces of equip- 
ment you are operating, no matter what kind of work you are doing, 
the better off you will be. 

The CHarrRMAN. So you are making more money now because of 
the Korean War? 

Mr. Prescort. Yes, sir. 

The Cuarrman. All transportation agencies are? 

Mr. Prescorr. That is right. You clean up when your load 
factors rise. 

The Cuarrman. The whole industry, including the airlines and 
other modes of transportation? 

Mr. Prescorr. That is right. 

The CHarrMaNn. Perhaps I got the wrong impression listening to 
Slick, but they claim they had a lot of trouble making both ends meet 
because of the unfair competition that they were receiving from the 
subsidized airlines. 

Mr. Prescotrr. Both of us came very near going under in the rate 
war that I referred to. The passenger lines cut their freight rates 
down to an average of about 11 cents a ton-mile. We had to go 
with them or get out of business. We decided we would rather go 
broke doing business than sitting still. If they had had a couple of 
more months, they would have had us. Fortunately we squeezed by. 
We were a long time recovering from that. 

The CuarrMan. When did that change take place? 

Mr. Prescorr. The rate war ended, I think, in 1948, May 1948, or 
June. It lasted about 9 months. It started in August of the preceding 
year. Just about the time we were given common carriage rights on an 
exemption under which we were to file tariffs. We filed tariffs and 
they were cut, boom, just like that. It cost us, we guess, about 
$1.2 million or $1.3 million. It took almost all we had. 

The Cuarrman. In the transportation service which you furnish, 
you serve large cities and only large cities, do you not? Except on 
chartered flights where you would have a full load to go to Oshkosh, 
or some place like that? 

Mr. Prescort. Yes, sir. 

The Cuarrman. It is off your regular route. 

Mr. Prescort. I do not know the definition, 1 do not know where 
the line comes between a small city or large city. We make stops at 
only the relatively larger places, but by over-the-road trucking 
arrangements we serve a very large territory. For instance, one of 
our biggest customers is in Endicott, N. Y. We serve him by trucking 
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connection down to Newark. We have offered to fly into Endicott 
to pick up his product. He ships two or three thousand pounds a day. 

The CuHarrMANn. Shoes? 

Mr. Prescott. No, sir. It is the International Business Machine 
Co.<-IBM. We carry those business machines to the west coast. 
They are made up in Endicott. We carry them out of Newark. 
Every morning the truck rolls in with a business machine on it. He 
is paying us about $17 or $18 a hundred for carrying his machines by 
air freight, when before we went into business he was shipping them 
in carload lots at the rate of about $4 a hundred. But the air- freight 
service was so valuable to him that he paid that difference to get out 
of the terrific beating that the rail shipping gave his machines, 

You can say we are serving Endicott, and you can say that we are 
serving a thousand other communities. We pick up flowers and 
other perishable products all over California and hustle them into 
the airport. The alternative of that is to go around with a feeder 
plane and pick them up, which is just out of the question. Nobody 
could do it. 

That is the answer to your question, do we serve only the large 
cities. We land, probably, at only the large cities, but we serve a 
terrific amount of customers that are not in those cities. 

The CuHarrMan. Truck line operators tell me that a shipment of a 
thousand pounds or less for individual delivery loses them money in 
almost every instance. 

Mr. Prescorr. In the trucking business? 

The CHarrMan. In the trucking business. 

Mr. Prescorr. There is something wrong with their rate structure. 

The Cuarrman. I didn’t get your reply to that observation. 

Mr. Prescorr. If he says he is losing money on eve ry shipment 
below a thousand pounds- 

The CHarrMan. Every individual delivery of a thousand pounds. 

Mr. Prescorr. Every waybill he cuts for less than a thousand 
pounds? Is that what you mean? 

The CHarrMan. Yes. Where he has to stop and unload a thousand 
pounds, that that gives him a loss. 

Mr. Prescorr. | do not know too much about the truckers’ prob- 
lems, but I would say that if that is really true, that his rate structure 
is out of line. He should raise his rates on the smaller shipments. 
We certainly do. We do not charge the same price per ton-mile. 

The CuarrMAaNn. You have a minimum of $4, according to Mr. 
Tipton. 

Mr. Prescorr. I am not positive, but I think it is either $3 or $4. 
I could not tell you right now. It used to be $3, and we possibly have 
raised it to $4. 

The CHarkMAN. Suppose the certified airline mail carrier charged a 
minimum. Wouldn’t the cost of mail be much higher if he charged 
$4 as a minimum? 

Mr. Prescorr. I doubt that it would. You might be able to say 
that this mail must be spread out on 24 flights, so if there are 100 
pounds, there are 24 into a hundred for each shipment. But I do not 
see anything wrong with the mail being collected a little bit and ship- 
ped in larger quantities. I do not know of any necessity for keeping 
them in small packages. ‘There is certainly a lot of mail moving. 
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The Cuarrman. To expedite it. Of course the advantage in ship- 
ping by airline is to expedite the mail. Speed is the all-important 
consideration. 

Mr. Prescorr. Sir, I think speed and cost are the all-important 
considerations, if I may say so. é 

The CuarrMan. I do not know about the cost. It is pretty hard to 
place a price on quick mail service. Imay have a letter that I want 
to get out to Denver today, within just a few hours, and it may be 
worth $100 to me. It is difficult to imagine any such valuable letter 
as that, but we can think of that anyway. So the cost does not 
become important. Six cents is a mere nothing in respect to the ad- 
vantages that I gain by quick delivery. So speed is the very im- 
portant consideration. If we want to take more time, we could send 
our mail by train and reduce the cost 50 percent. 

In order to gain time and expedite the mails we use the airlines. 
What I want to add is that, in the cost comparisons that you are 
making, you have made a very provocative statement this morning 
and a very important one. This committee appreciates having the 
evidence that you brought in here and the testimony that you have 
given. It is very valuable to us in studying this whole problem. 

I want to be fair and I know that you want to be fair, too. The 
object in my exploration now is to find out whether you could carry 
the mail for less than 42 cents a ton-mile if you were not serving the 
main centers where you had a great volume of mail. Volume must 
make a great deal of difference to you in carrying freight. 

Mr. Prescorr. It does, yes, sir. 

The CHarRMAN. It is a very important consideration. 

Mr. Prescorr. You are asking me if my ton-mile costs would be 
higher if we were serving a larger number of places and probably a 
smaller volume? 

The Cuarrman. That is right. 

Mr. Prescorr. That is what we are driving at, Senator. If vou 
want that service, pay for it. We do not say do not pay for it, but 
call it what itis. Do not say it is mail pay, itis subsidy. That is what 
we are driving at. I do not say that the small towns should not be 
served and that they should not get regular traffic and so forth, but 
I say that you should know before vou spend this money what you are 
spending it for. You are not spending it for mail pay, for the costs of 
carrying the mail. That airplane flies in and it costs so much to fly 
and so much for overhead and all the other costs that go in there to 
make up costs. There is a cost, and then there is this value of the 
air mail service that you want to add to that. That is a subsidy. 
All we are talking about is a difference in language. 

The Cuarrman. I can see your subsidy argument with respect to 
air service and especially the transportation “of passengers. But it 
looks to me like we ought to be paid by the people who are being 
served for the mail that is being carried. Mail is only 10 percent of 
the airline’s business. If we are not charging enough for postage, 
that is one thing. But the proof seems to be the other way, that the 
postage more than pays for the service that is being rendered. You 
say that you should get 15 cents a ton-mile for carrying freight and 
express, and therefore, if we pay an airline 42 cents a ton-mile for 
carrying mail, you conclude that we are paying the airline too much 
money. 
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Mr. Prescorr. Yes, sir. 

The CuarrMan. That is your argument? 

Mr. Prescorr. Yes, sir, because the air mail will pay for the whole 
airplane. When the freight comes along, as Mr. Patterson said, he 
will give the freight a free ride. That is what they have done in the 
CAB freight hearings. They want to give freight a free ride. We 
cannot stand it. We have to pay for our planes to run. We are 
talking about this allocation of cost. That is all we want. We 
want a true allocation of costs. If mail is 10 percent of their business, 
it should have 10 percent of the joint costs of the company attributed 
to the carriage of mail. It can be worked out very easily. 

The CHarrMaNn. Do you have two classifications of cargo—express 
cargo and freight cargo? 

Mr. Prescorr. No, sir. We do have some rate differentials on 
directional commodity rates. For example, we will carry vegetables 
out of California considerably lower than our first-class rate because 
we are flying otherwise empty airplanes back. We have an imbalance 
of shipments from the west coast back. That is the only kind of 
rate differential we maintain, except the volume differentials. 

The CuarrMan. Does that imbalance rate that you make in carry- 
ing freight account for your low average of 15 cents per ton-mile? 

Mr. Prescortr. It contributes to it. Our shipments west-bound, 
the return will come probably to 16 or 16% cents, and the return for 
the east-bound shipments will be around 14 to 14%. Your average 
will come out of 15 cents. 

The CuHarrman. I understood you a moment ago to say that the 
airlines charged 34 cents for express. Is that correct? 

Mr. Prescorr. Right now, if I am correct—and I am no expert on 
air express—if I understand the new air express contract, it is more 
or less a cost-plus contract on the part of the REA, in which they take 
out their costs plus profit and what is left goes to the airline. There is 
no peg figure on what they will get. They do not have arate. REA 
has a rate which includes all their ground service. At the end of the 
year they will get a net—— 

The CHarrMan. What do you mean by REA? 

Mr. Prescorr. Railway Express Agency, which does all the ground 
service for air express. ‘Traditionally the air express company is an 
arm of the Railway Express Agency. When they are through what 
they will get is what REA hands over to them, and the return in 1950, 
according to the reports that we got out of CAB, was about 34 cents 
a ton-mile. 

The CuarrMan. As you know, the airlines carry baggage. 

Mr. Prescorr. Yes, sir. 

The CxHarrmMan. Not to exceed 40 pounds per passenger. I 
checked the rates on baggage, and we have it in the present record. 
The rates that the airlines collect for baggage are approximately the 
same rates that they collect for first-class passengers. 

Mr. Prescorr. Yes, sir, because they can get it. In that same air- 
line, if you walk up to the counter with 100 pounds of extra baggage, 
they will charge you I think one-half percent per pound of the first- 
class fare. 

As you say, it is about the first-class rate. They offer the public 
an air freight service and they would carry that for one-fifth of that 
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rice. But do they make it convenient for you to ship by air freight? 
Ko. You have to go to the taxicab and go a half-b oaks or more to 
find out how to ship your baggage as air freight. Most of the time it 
will end up on the same airplane, if you can believe the story in front 
of the CAB where the passenger lines say that the passenger plane 
compartments are big enough to carry this air freight. But for that 
same baggage they will charge you the high rates because they can 
get it. You may not know that you can go around a half-block and 
save yourself $30 or $40. 

The CuarrmMan. They not only ship your baggage but they will 
charge you excess baggage on it, will they not? 

Mr. Prescorrt. If you insist that the baggage go with you, you will 
pay a very high rate for it. You will pay probably even higher than 
air express. But they are offering that transportation service, air 
freight service, in some cases. The air freight counter is around the 
corner and sometimes you have to go around the block to ship it air 
freight, and the costs will be about one-fifth or one-third of the excess 
baggage rate depending on the various factors, the distance or the 
weight of the baggage. 

If they were trying to give service it would appear to me they would 
put an air freight receiving counter there and not charge the people 
these excessive rates for their overweight baggage. There is no 
rhyme or reason to that overcharge. 

The CuarrMaNn. Senator Capehart, do you have any questions? 

Senator CapEHART. No, sir, I do not. 

The CHarrmMan. Mr. Williams, do you have any questions? 

Mr. Wiuutams. No, sir. 

The Cuarrman. Mr. Williams is representing Senator Williams. 

In the appendix that you placed in the record, Mr. Prescott, the 
second column, from what did you compute those rates? 

Mr. Prescorr. Those are our weighted average rates. You will 
find in the records that we got these from the Recurrent Report of 
Financial & Traffic Data, that 25 per cent of the business was air 
express at 34 cents a ton-mile and 75 per cent was air freight at about 
19 to 20 cents a ton-mile. If you take three times 20 and add the 34 
cents to it, which is the four components on a weighted average, then 
divide by four, you will get the weighted average. 

The CuarrMan. What was that? 

Mr. Prescorr. About 23 cents a ton-mile. 

The CuarrMan. That is your weighted average? 

Mr. Prescort. Yes, sir. 

The CuarrMan. We understand what ‘‘weighted average”’ is now. 

Thank you very much. 

Mr. Prescorr. Thank you, sir. 

The Cuarrman. Mr. Gregory 5S. Prince, assistant general counsel, 
Association of American Railroads. 


STATEMENT OF GREGORY S. PRINCE, ASSISTANT GENERAL 
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Prince. Mr. Chairman, my name is Gregory S. Prince. | 
am assistant general counsel of the Association of American Railroads, 
with headquarters in the Transportation Building, Washington, D. C. 
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The railroads have long advocated the separation of air-mail pay 
and subsidy. Their advocacy of this position has been stated before 
various congressional committees on numerous occasions. Dr. 
Julius H. Parmelee, vice president, Association of American Railoads, 
and Mr. -Sidney S. Alderman, vice president and general counsel, 
Southern Railway, appearing on behalf of the association, advocated 
the separation of air mail pay and subsidy before this committee at 
hearings conducted pursuant to Senate Resolution 50, in the last 
Congress. 

It would appear that the principle of separation is no longer in 
controversy and that it has become accepted that there should be 
such a separation as promptly as possible. All of the various bills 
pending before this committee endorse the separation principle but 
adopt different approaches to the problem. 

My purpose in appearing here is to reiterate our endorsement of the 
pr inciple and to comment on the approach to the problem as set forth 
in certain of the bills pending before this committee. 

S. 1757 would leave unchanged subsections (a), (b), (ec), and (d) of 
section 406 of the Civil Aeronautics Act of 19: 38, but would substitute 
for subsection (e) a new subsection (e), the effect of which would be 
merely to require the Civil Aeronautics Board to specify in each order 
the portion, if any, of the rates, determined in accordance with the 
present standards, which constitute subsidy. I do not think that this 
constitutes adequate separation of mail pay from subsidy, and it seems 
to me that in undertaking the job of separation the Congress should 
accomplish a total and complete separation. I believe this is more 
properly done by the other bills which provide in separate sections for 
the determination of compensatory air-mail pay and air-mail subsidy 
and prescribe a separate set of standards to guide the Civil Aeronautics 
Board in making such determinations. Another of the separation 
bills, S. 1657, adequately separates the determination of air-mail 
compensation and air-mail subsidy, but contains certain features which 
do not commend it to us as the most desirable approach to this 
problem. 

In subsection (a) of section 406 it would prescribe a base rate of 
42 cents per ton-mile of mail carried as a compensatory rate and would 
provide for differential rates 150 percent and 200 percent of the base 
rate respectively for carriers classified upon the basis of types of 
communities served as either secondary air carriers or feeder air 
carriers. 

The method adopted by this bill would appear to bring about the 
desirable objective of an immediate separation of air mail pay and 
subsidy by classifying as subsidy all amounts paid to the airlines 
above the stated rates. However, inasmuch as these prescribed rates 
would not be the result of a complete and thorough study of the facts, 
the public would probably not be willing to accept as a fact either 
that all payments to the principal carriers above 42 cents per ton- 
mile of mail carried constitutes subsidy, or that the 42-cent rate 
designated as the compensatory mail rate does not itself contain a 
substantial amount of subsidy. 

The railroads have always opposed the principle of legislative rate- 
making as applied to the railroad industry, and we do not feel that 
we could consistently take any other position with respect to a 
proposition that would apply to our competitors, Although the rates 
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rice. But do they make it convenient for you to ship by air freight? 

vo. You have to go to the taxicab and go a half-block or more to 
find out how to ship your baggage as air freight. Most of the time it 
will end up on the same airplane, if you can believe the story in front 
of the CAB where the passenger lines say that the passenger plane 
compartments are big enough to carry this air freight. But for that 
same baggage they will charge you the high rates because they can 
get it. You may not know that you can go around a half-block and 
save yourself $30 or $40. 

The.CHarrMan. They not only ship your baggage but they will 
charge you excess baggage on it, will they not? 

Mr. Prescort. If you insist that the baggage go with you, you will 
pay a very high rate for it. You will pay probably even higher than 
air express. But they are offering that transportation service, air 
freight service, in some cases. The air freight counter is around the 
corner and sometimes you have to go around the block to ship it air 
freight, and the costs will be about one-fifth or one-third of the excess 
baggage rate depending on the various factors, the distance or the 
weight of the baggage. 

If they were trying to give service it would appear to me they would 
put an air freight receiving counter there and not charge the people 
these excessive rates for their overweight baggage. There is no 
rhyme or reason to that overcharge. 

The CHarrMAN. Senator Capehart, do vou have any questions? 

Senator CapEeHART. No, sir, I do not. 

The CuarrmMan. Mr. Williams, do you have any questions? 

Mr. Wiuuiams. No, sir. 

The Cuarrman. Mr. Williams is representing Senator Williams. 

In the appendix that you placed in the record, Mr. Prescott, the 
second column, from what did you compute those rates? 

Mr. Prescorr. Those are our weighted average rates. You will 
find in the records that we got these from the Recurrent Report of 
Financial & Traffic Data, that 25 per cent of the business was air 
express at 34 cents a ton-mile and 75 per cent was air freight at about 
19 to 20 cents a ton-mile. If you take three times 20 and add the 34 
cents to it, which is the four components on a weighted average, then 
divide by four, you will get the weighted average. 

The CuarrMAN. What was that? 

Mr. Prescorr. About 23 cents a ton-mile. 

The CuarrMan. That is your weighted average? 

Mr. Prescorr. Yes, sir. 

The CuarrMan. We understand what “‘weighted average”’ is now. 

Thank you very much. 

Mr. Prescorr. Thank you, sir. 

The Cuarrman. Mr. Gregory 8S. Prince, assistant general counsel, 
Association of American Railroads. 


STATEMENT OF GREGORY S. PRINCE, ASSISTANT GENERAL 
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Prince. Mr. Chairman, my name is Gregory S. Prince. | 
am assistant general counsel of the Association of American Railroads, 
with headquarters in the Transportation Building, Washington, D. C. 
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The railroads have long advocated the separation of air-mail pay 
and subsidy. Their advocacy of this position has been stated before 
various congressional committees on numerous occasions. Dr. 
Julius H. Parmelee, vice president, Association of American Railoads, 
and Mr. -Sidney S. Alderman, vice president and general counsel, 
Southern Railway, appearing on behalf of the association, advocated 
the separation of air mail pay and subsidy before this committee at 
hearings conducted pursuant to Senate Resolution 50, in the last 
Congress. 

It would appear that the principle of separation is no longer in 
controversy and that it has become accepted that there should be 
such a separation as promptly as possible. All of the various bills 
pending before this committee endorse the separation principle but 
adopt different approaches to the problem. 

My purpose in appearing here is to reiterate our endorsement of the 
principle and to comment on the approach to the problem as set forth 
in certain of the bills pending before this committee. 

S. 1757 would leave unchanged subsections (a), (b), (c), and (d) of 
section 406 of the Civil Aeronautics Act of 1938, but would substitute 
for subsection (e) a new subsection (e), the effect of which would be 
merely to require the Civil Aeronautics Board to specify in each order 
the portion, if any, of the rates, determined in accordance with the 
present standards, which constitute subsidy. I do not think that this 
constitutes adequate separation of mail pay from subsidy, and it seems 
to me that in undertaking the job of separation the Congress should 
accomplish a total and complete separation. I believe this is more 
properly done by the other bills which provide in separate sections for 
the determination of compensatory air-mail pay and air-mail subsidy 
and prescribe a separate set of standards to guide the Civil Aeronautics 
Board in making such determinations. Another of the se paration 
bills, S. 1657, adequately separates the determination of air-mail 
compensation and air-mail subsidy, but contains certain features which 
do not commend it to us as the most desirable approach to this 
problem. 

In subsection (a) of section 406 it would prescribe a base rate of 
42 cents per ton-mile of mail carried as a compensatory rate and would 
provide for differential rates 150 percent and 200 percent of the base 
rate respectively for carriers classified upon the basis me types of 
communities served as either secondary air carriers or feeder air 
carriers 

The method adopted by this bill would appear to bring about the 
desirable objective of an immediate separation of air mail pay and 
subsidy by classifying as subsidy all amounts paid to the airlines 
above the stated rates. However, inasmuch as these prescribed rates 
would not be the result of a complete and thorough study of the facts, 
the public would probably not be willing to accept as a fact either 
that all payments to the principal carriers above 42 cents per ton- 
mile of mail carried constitutes subsidy, or that the 42-cent rate 
designated as the compensatory mail rate does not itself contain a 
substantial amount of subsidy. 

The railroads have always opposed the principle of legislative rate- 
making as applied to the railroad industry, and we do not feel that 
we could consistently take any other position with respect to a 
proposition that would apply to our competitors, Although the rates 
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prescribed in S. 1657 are temporary rates and provision is made for 
modification of them after a period of 3 years, it would not appear 
that the method of computing mail compensatign on a ton-mile basis 
is open to modification at a subsequent date. 

To be specific, the bill prescribes a rate per ton-mile and the level 
of the rate would appear to be subject to modification, but it does not 
appear that any other method than the ton-mile method could be 
prescribed. It would seem to us more desirable to permit the ad- 
ministrative agency, in this case the Civil Aeronautics Board, to 
determine initially not only the level of the compensatory mail pay 
rate but the basis of paymert. 

Aiso, it does not seem to us wise to limit to 3-year intervals the 
Board’s authority to modify the mail pay rates either initially or sub- 
sequently. The statutory provision relating to railroad mail pay 
permits either the Postmaster General or the carrier at any time after 
the lapse of 6 months from the entry of the order assailed to apply 
for a reexamination. 

It seems to us that if any limit at all is to be imposed it should be 
no longer than the 6-month period imposed with respect to railroad 
mail pay. I assume the objective of this 3-year provision is to avoid a 
multiplicity of rate hearings, but the stability achieved might well 
be at the expense of injustice either to the airlines or the public and 
might even raise a question as to the constitutionality of the statute. 
If the change in costs is not material, the expense, time, and trouble 
of a mail-pay proceeding will be a sufficient deterrent to any needless 
petition for a modification of the rates by either the airlines or the 
Post Office Department. 

So far as the initial modification is concerned, I should think that 
instead of not permitting such a modification before July 1, 1955, it 
would be more appropriate to direct the Board to proceed immediately 
with a hearing to determine the compensatory mail rate since the rate 
prescribed by ‘the bill does not purport to be the result of an exhaustive 
study of the cost of transporting air mail. 

In subsection (b) of section 406, S. 1657 places a maximum limitation 
upon the level of rates that may be set by the Board in modifying 
the prescribed rates. It states that in modifying the rates established 
in subsection (a) the Board shall not establish a base rate per ton-mile 
for domestic transportation of mail which exceeds the average gross 
revenue per ton-mile realized, during a representative period, from 
the domestic transportation of passengers by all air carriers receiving 
payments under subsection (a) for the domestic transportation of mail. 

It has been my understanding from the testimony presented at 
this hearing that the average gross revenue per ton-mile realized from 
domestic transportation of passengers is approximately 57 cents. 
The bill, however, prescribes a base mail compensation rate of 42 cents 
per ton-mile, or approximately three-fourths of the average gross 
revenue per ton-mile realized from domestic transportation of pas- 
sengers. This apparently was arrived at by deducting from the 
average gross revenue per ton-mile on passengers certain expenses 
considered to be attributable solely to the transportation of passen- 
gers. If it is appropriate to make those deductions today in arriving 
at the compensatory mail rate, it would seem appropriate to require 
the same deductions in the future when there might be occasion to 
modify the base rate. 
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In other words, it seems to me that the maximum limit prescribed 
for the future should be the average gross revenue per ton-mile realized 
from the domestic transportation of passengers less the specified items 
of expense deemed to be attributable solely to the passenger business. 
Otherwise, it seems to me you have almost an invitation to the Civil 
Aeronautics Board to raise the compensatory mail rate to the average 
gross revenue per ton-mile realized from the transportation of passen- 
gers, Without any deductions. 

Likewise, there appears no reason for setting the maximum limi- 
tation on the rate per ton-mile for foreign transportation of mail in the 
case of future modifications at 100 percent of the average postage 
revenue per ton-mile derived by the Post Office Department from such 
foreign transportation of mail, rather than 80 percent, the figure 
used in the established of the initial rate. : 

Furthermore, I am not convinced that there is any logical basis for 
the principle of relating the compensatory mail rate to the average 
revenue per ton-mile from the transportation of passengers. In an 
attempt to test this approach to the problem, I have had some com- 
putations made for the purpose of determining the relationship be- 
tween the railroad mail pay rates and railroad passenger revenues. 
The results of these computations are as follows: 

For the period February 19, 1947, through December 31, 1950, 
the average rate per ton-mile paid to the railroads for the transpor- 
tation of mail was approximately 8.6 cents. The above dates were 
selected because they constitute the period covered by the retro- 
active settlement between the Post Office Department and the rail- 
roads for back mail pay agreed to October 11, 1950. 

There is still pending before the Interstate Commerce Commission 
a petition of the railroads for a further increase in mail pay rates for 
the period beginning January 1, 1951. The estimated average 
passenger revenue per equivalent ton-mile, assuming 200 pounds per 
passenger, is 25.6 cents. Thus the rate received by the railroads as 
compensation for the transportation of mail, converted to a ton-mile 
basis, amounts to approximately one-third of the average passenger 
revenue when converted to a ton-mile basis. 

The CHarrmMan. For 1950, the railroads lost $750,000,000 in their 
passenger business. 

Mr. Prince. That is correct. 

The CHarrMAN. They subsidized the passenger business out of 
their freight hauls. They weren’t subsidized out of the treasury but 
from the people who paid freight. 

Mr. Prince. That might well illustrate even more clearly to my 
mind what I have been saying here, that there isn’t any necessary 
relationship between mail pay compensation and passenger fares. 

The CuatrmMan. There may not be any relationship but certainly 
that is the way we find “‘price,”’ what people charge other folks for 
the same commodity and the commodity is transportation. That is 
the way we find out whether the Government is being cheated or not. 

Mr. Prince. There are a great many other factors that come into 
play when you are setting rates for the transportation of passengers. 
If there were no automobiles or if there were no air lines—— 

The CxHarrmMan. But when the Government wants to buy an 
automobile, as was pointed out by the previous witness, it checks 
up to find out what the automobile company charges other people 
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for that car. That is the way we find out. That is one way of 
finding out whether we are paying too much or whether we are not 
paying too much; to find out what the airlines are selling transporta- 
tion for to other folks. 

Mr. Prince. But if you were transporting mail for the individual 
members of the public, and you were charging them a price, then 
there would be very good reason indeed to relate what the Govern- 
ment should pay for the transportation of that same commodity. 
But it is entirely different because you can’t talk just about the 
rice of selling transportation generally. I think that you have to 
Solan it down to the problem of 

The Cuarrman. There are variations. A passenger walks on the 
plane himself and the mail has to be loaded. But after all, the 
airplane has a certain capacity that it can carry, a certain number 
of pounds. If we find out what is charged for passengers to travel 
on the airline, what they are charging for carrying freight, baggage, 
and express, we ought to arrive at a figure close to what would be a 
fair price to the United States Government. ‘There is no relationship, 
of course, between a letter and a man, but it is transportation just 
the same. 

Mr. Prince. That is true, but there is no reason that I can see to 
indicate that there should be the same relationship between the cost 
and the price of mail and the price and cost on passenger fares. 

The CuarrmMan. You may not be able to see it, but I can see very 
clearly that that is one of the factors that ought to be taken into con- 
sideration, because that is transportation and it is what is being paid 
for transportation. It just seems to me that it is very logical to find 
out whether Uncle Sam is paying too much or whether he isn’t. 

But I won’t argue with you about that. You are entitled to your 
own opinion. Go right ahead. 

Mr. Prince. In contrast, the base rate for all air mail compensation 
set by S. 1657 amounts to approximately three-fourths of the average 
gross revenue per ton-mile from the domestic transportation of pas- 
sengers by air carriers. Under the Ernst & Ernst proposal the com- 
pensatory mail rate would constitute an even higher percentage of the 
gross revenue per ton-mile for the transportation of passengers. 

One final observation with respect to S. 1657 is that the proposal to 
ascribe subsidies to specific localities would probably lead to logrolling 
for air subsidies of a magnitude even greater than now found with 
respect to the authorization of inland waterway projects. An approach 
that has that possibility should be avoided at all costs, for the pressure 
of local interests might lead to indefinite retention of existing or even 
greater subsidies, to the unfair disadvantage of the railroads as com- 
petitors with the airlines for mail, passenger, and other traffic. 

At this point I would like to refer very briefly to certain of the 
statutory provisions governing railroad mail pay. 

The statute relating to the transportation of mail by railway com- 
mon carriers requires such carriers to transport such mail matter as 
may be offered for transportation in the manner, under the conditions 
and with the service prescribed by the Postmaster General, and states 
that they shall be entitled to receive fair and reasonable compensation 
for such transportation and for the service connected therewith (39 
U.S. C. 541, 542). 

In the provisions authorizing the Interstate Commerce Commission 
to fix and determine fair and reasonable rates and compensation for the 
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transportation of mail by railway common carriers, the Commission 
is authorized to prescribe the method or methods by weight or space, 
or a or otherwise, for ascertaining such rate or compensation 
(39 U.S. C. 541). 

In another section the Commission is authorized for the purpose of 
determining and fixing rates or compensation to make such classifica- 
tion of carriers as may be just and reasonable, and where just and 
equitable to fix — rates applicable to all carriers in the same 
classification (39 U.S. C. 549). 

In general it may 0 said that these provisions conform in substance 
to section 406 (a) (1) as proposed in 8S. 436, S. 1137, and S. 1756. The 
statute relating to railroad mail pay does not, however, contain a pro- 
vision comparable to that in section 406 (a) (2) in the above-mentioned 
bills. 

In 8. 436, section 406 (a) (2) states that the rates determined and 
fixed under paragraph (1) “shall in no event exceed’’ the reasonable 
and necessary costs to the air carrier, under honest, economical and 
efficient management, of the mail transportation services rendered or 
to be rendered, including a fair return. 

In 8S. 1137, section 406 (a) (2) differs principally in that it substi- 
tutes the language ‘‘shall be based upon’’ for the language ‘‘shall in no 
event exceed”’ in S. 436. In S. 1756, section 406 (a) (2) uses the 
language “shall be equal to” in place of the language quoted above 
from the other two bills. These sections differ in other respects also, 
but my concern for the moment is with the phrases quoted above. 

An administrative agency in setting a fair and reasonable compensa- 
tory mail rate should arrive at substantially the same result when 
operating under any one of the three statutory provisions referred to 
above. Even without any such provision relating to the establish- 
ment of a compensatory mail rate for railroads, the Interstate Com- 
merce Commission has determined the mail rate for the railroads by 
relying principally upon evidence of the cost of rendering the service, 
including an allocation of the cost of the facilities used and use ful 
therefor and allowing a fair return. While the railroads and the 
Post Office Department have disagreed in every case as to the cost 
of carrying mail by railroad, the rates established by the Commission 
have as a practical matter been based upon the reasonable and neces- 
sary cost to the carriers of rendering the service plus a fair return, and 
the rates have not exceeded the cost plus a fair return. 

The railroads do not seek to impose upon their competitors, the 
airlines, a system for fixing mail pay rates which is any more stringent 
than the one under which they themselves operate. It might be 
argued that it is unnecessary to include a provision such as section 
406 (a) (2) as proposed in S. 436 and S. 1137 because the standards 
prescribed by those provisions would probably govern the Civil 
Aeronautics Board in its determination of a compensatory air mail 
rate in any event. However, in view of the fact that the principal 
purpose of the legislation under contemplation is to insure that the 
compensatory mail rate set by the Civil Aeronautics Board shall not 
include any element of subsidy, and in view of the trend of thinking 
displayed by the Civil Aeronautics Board in interpreting the so- 
called need language of the present act, it would seem highly advis- 
able to include a provision such as that proposed in section 406 (a) 
(2) by the bills S. 436 and 8. 1137. This would help insure comparable 
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treatment of the railroads and the airlines in the matter of compensa- 
tion paid by the Government for the transportation of mail. 

This should be one of the objectives of the proposed legislation. 
Such an objective is consonant with the national transportation policy 
declared by Congress in the Transportation Act of 1940 “to provide 
for fair and impartial regulation of all modes of transportation,’’ 
and is required as a matter of simple justice and equity. 

Such a provision would obivate the possibility of the Civil Aero- 
nautics Board setting a rate designated as “‘compensatory”’ but which 
would actually include an additive to take care of some indefinite 
or assumed benefit to the Government such as the “value of the 
service.”’ 

As to why a spec ific provision to insure such a result is needed in 
the case of the Civil Aeronautics Board determining air-mail rates 
and not in the case of the Interstate Commerce Commission determin- 
ing railroad mail rates, it is only necessary to bear in mind that the 
Civil Aeronautics Board is still a promotional agency for the air lines 
while the Interstate Commerce Commission is not a promotional 
agency for the railroads. The aim of Congress should be substantive 
comparability of treatment of the railroads and the air lines and not 
merely comparability of language in the regulatory statutes. 

As between the language * ‘shall in no event exceed” and the lan- 
guage ‘‘shall be based upon,” the latter is preferable because it permits 
a slight amount of flexibility and makes it clearer that final rates may 
be set for the future without the necessity of periodical adjustments. 
The Board should be permitted to establish final rates for the future 
and the air carriers are entitled to know that in the case of the estab- 
lishment of such final rates the revenue derived therefrom cannot 
later be taken away. However, the committee should make clear in 
its report that such is the only purpose of using the language “shall 
be based upon.” 

Section 3 of both S. 436 and S. 1137 would amend section 407 (d) 
by adding a requirement that the Civil Aeronautics Board prescribe 
standards by which air carriers in keeping their accounts shall allo- 
cate receipts from and expenditures for the various services rendered 
by them. In both S. 436 and S. 1137 this provision is apparently 
looked upon as necessary to implement section 406 (a) (2). Such a 
provision would undoubtedly be necessary if it were Sacthciealinaed 
that air-mail rates would only be set on a temporary basis and would 
have to be readjusted retroactively at the end of each year. 

However, it is my understanding that such a procedure is not 
contemplated and that after a proper hearing is conducted final rates 
will be set which will remain in effect until modified as a result of 
another hearing. 

The Civil Aeronautics Board has adequate authority under the 
present section 407 (d) to require the air carriers to ke ep their ac- 
counts in whatever manner is necessary in order to enable it to carry 
out its duty under the act. I think in this instance it would be better 
to leave the question of the accounts which the air carriers will be 
required to keep to the discretion of the responsible administrative 
agency. 

The air carriers say that the proposed new section 407 (d) (2) 
would prove very burdensome. Inasmuch as the provisions of section 
406 (a) (1) and (2) can be carried out without section 407 
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(d) (2) and inasmuch as the air lines’ position would be comparable 
to that of the railroads without this provision, it would be our recom- 
mendation that section 3 of S. 436 and S. 1137 be deleted and in 
the latter bill this would of course require the deletion of the lan- 
guage in the parentheses 1 in section 406 (a) (2). 

One other issue that has arisen in these proceedings i is whether the 
right to petition for a subsidy should as at present be restricted to air 
carriers certified to carry the mail or whether any certificated air 
carrier should be eligible for a subsidy. S.436 would broaden eligibil- 
ity for subsidy to include any certificated carrier. ‘The Civil Aero- 
nautics Board would restrict eligibility for subsidy to carriers certifi- 
cated to carry the mail as at present and has recommended an amend- 
ment to S. 436 that would accomplish this objective. 

The Board’s reasoning is a little difficult to follow. It first says that 
permitting any certificated air carrier to apply for a subsidy alata 
fundamentally alter the subsidy provisions themselves and there- 
fore should not be introduced as an issue in a bill designed to separate 
mail pay from subsidy. 

However, it goes on to say, by implication, that there is very little 
substance in the amendment because no carrier is precluded from the 
possibility of receiving a subsidy, since in any case where the Board 
considered a subsidy to be merited it could through the process of 
certificate amendment enlarge the authority of the carrier to carry mail. 

I favor the Board’s amendment but for a different reason. The 
railroads have for some time espoused the total elimination of subsidy 
to the airlines. There is no longer any basis for maintaining that the 
airline industry is an infant industry that requires fostering and 
developing through Government aid, and it is highly important in the 
interest. of developing, coordinating, and preserving a sound national 
transportation system that subsidies to the airlines be eliminated as 
promptly as possible. 

For that reason we think it would be a great mistake at this late 
date to make more carriers eligible for a subsidy. It is true that the 
Civil Aeronautics Board would not have to grant a subsidy in any 
case in which it was not considered merited, but the very fact that 
Congress had liberalized the eligibility requirements might tend to 
make the Civil Aeronautics Board more generous. 

There was one other statement by the Board in the discussion of 
this point that raises another issue. The Board said: 

We further believe that any carrier receiving a subsidy should be required to 
perform mail service for the Government. 

The discussion of this statement requires consideration also of 
section 405 (g) of the present act. That section reads as follows: 

Tender of mail: (g) From and after the issuance of any certificate authorizing 
the transportation of mail by aircraft, the Postmaster General shall tender mail 
to the holder thereof, to the extent required by the postal service, for transporta- 
tion between the points named in such certificate for the transportation of mail, 
and such mail shall be transported by the air carrier hooding such certificate in 
accordance with such rules, regulations, and requirements as may be promulgated 
by the Postmaster General under this section. 

It is my understanding that the Post Office Department has felt 
constrained in the past to utilize the services of every carrier that has 
obtained from the Civil Aeronautics Board a certificate to carry the 
mail, regardless of whether there was already adequate service between 
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the points that could be obtained cheaper or whether any air-mail 
service was considered justified or necessary between the points. 

Perhaps it made little difference when the Post Office was obliged 
to make up in subsidy any insufficiency in revenues of the carrier, 
but with the separation of compensatory mail pay and subsidy it would 
certainly seem appropriate to permit the Post Office to have complete 
freedom in determining whether to utilize, and the extent to utilize, the 
service of an air carrier for the transportation of air mail even though 
the Civil Aeronautics Board should grant a carrier a certificate 
authorizing it to transport mail. 

It seems to me that an amendment clarifying the authority of the 
Postmaster General on this point should be included in the separation 
bill. It seems especially important since if a bill similar to S. 436 
is adopted the compensatory mail rate will be based on the costs of 
rendering the service, and if the Postmaster General is obliged to 
use the services of every carrier certified to carry the mail, the Civil 
Aeronautics Board could impose a heavy and unwarranted financial 
burden on the Post Office by certifying as mail carriers a large number 
of high-cost operators. 

After the enactment of a subsidy-separation law the net substantive 
effect of the Post Office Department having to use the services of 
high-cost operators whose employment is not in the best interests of 
the postal service would be the continuation of the practice of the 
Post Office Department subsidizing the airlines, only it would be 
worse than before in that then much of the subsidy would be camou- 
flaged as mail compensation. 

I am not certain what would be the best amendment to accomplish 
the objective I have in mind, but I suggest as a possibility the amend- 
ment of section 405 (g), the section I read just a moment ago, by 
adding at the end the following proviso: 

Provided, however, That the Postmaster General need not tender mail to the 
holder of any such certificate if, in his judgment, the cost to the holder of per- 
forming the service will be unduly high, or if, in his judgmené, such tender is not 
in the best interests of the postal service. 

In connection with the discussion earlier herein of the 3-year pro- 
vision in S. 1657 it was suggested that it would have been appropriate 
to include a provision requiring the Civil Aeronautics Board to pro- 
ceed promptly with the establishment of the compensatory mail rate. 
It seems to me that 5. 436 and S. 1137 also need some such provision. 
I suggest for your consideration that the following sentence be added 
immediately before the last sentence of section 406 (a) (1): 

The Civil Aeronautics Board is directed to institute at the earliest practicable 
date a proceeding or proceedings under this section to determine fair and reason- 
able rates of compensation for the transportation of mail by aircraft, giving pre- 


cedence to the proceeding or proceedings relating to the transportation of air mail 
by domestic and overseas air carriers. 


With the amendments suggested herein, I believe that S. 436 would 
be the bill best designed to accomplish the separation of air-mail pay 
and subsidy, and respectfully urge the prompt and favorable action 
of your committee upon such an amended bill as the first step toward 
complete elimination of the direct airline subsidy. 

That concludes my prepared statement, Mr. Chairman. 

The CuatrMan. We thank you very much, Mr. Prince. 
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Mr. Prince. Thank you, Mr. Chairman. 


The Cuarrman. Mr. Charles H. Slayman, Jr., legislative director, 
AMVETS. 


STATEMENT OF CHARLES H. SLAYMAN, JR. 


Mr. SuayMan. Mr. Chairman, my name is Charles H. Slayman, Jr. 
I am the national legislative director of AMVETS—American Veter- 
ans of World War Il. AMVETS is one of the four major veterans’ 
organizations. AMVETS is the largest World War II veterans’ or- 
ganization and is the only World War II veterans’ organization cliar- 
tered by Congress. 

Pursuant to convention mandates, I am appearing before this com- 
mittee to urge enactment of legislation to effectively separate subsidies 
from air-mail pay. 

After studying the several bills which have been introduced to ac- 
complish this purpose—S. 436, S. 535, S. 1137, S. 1657, S. 1756, and 
S. 1757—we have reached the conclusion that S. 436 is the most desir- 
able, and that the other bills, as they are now written, would not ac- 
complish the desired result. S. 1137 could be made effective by the 
adoption of the four amendments thereto, proposed by Senator 
Lehman. 

Subsidies to certain airlines have been hidden away in air-mail 
payments for some time now, and also—for a considerable length of 
time—a great many taxpayers have been demanding that the practice 
be stopped, and that a true disclosure be made of what is payment 
for carrying mail and what is subsidy. It is not, fundamentally, a 
question of whether subsidies should be paid to airlines. Airlines are 
not unique in the business history of America in receiving financial 
aid from public funds. But there is no excuse for paving these sub- 
sidies under the heading of air-mail payments. There is no excuse for 
failure to require a separation. And there is no excuse for delaying 
the enactment to accomplish this end. 

AMVETS are alarmed at the implied distrust of the public by 
failure to effectuate the separation of the subsidy element from air- 
mail payments. Surely legislators in a democracy recognize that an 
enlightened citizenry forms the muscles and sinews of the body 
politic. Granting that this is so, then why fear to tell the people 
what is going on? If subsidization of airlines is necessary for the 
maintenance and growth of our commerce, and to build an available 
airlift reserve for defense purposes, then let us know. Don’t fear the 
people when they are given the facts. Be suspicious of those who do 
not want to see the people given the facts. What is there to hide? 
Will the curious construction placed on ‘‘need’’ prove embarrassing 
in some quarters? Again I say, who is it who is afraid of the dis- 
closure of the facts? 

AMVETS believe the present system of air-mail payments is 
unsound for a number of reasons: 

(1) Air-mail pay amounts to as much as $125,000,000 per year. 
Everyone admits that this is more than payment for the cost, plus a 
reasonable return, for carrying the mail. Everyone recognizes that 
the extra amount is a subsidy. But no one knows how much the 
subsidy is today. Requiring a disclosure will permit us to express 
our approval or disapproval. 








342 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


(2) Airlines now receiving these hidden subsidies unfairly compete 
with the unsubsidized air-freight and air-coach companies, most of 
which have been organized by veterans of World War II. These are 
the small-business men of the air age. And their equipment is what 
forms a realistic airlift reserve, available for defense purposes in time 
of emergency. The air-freight and air-carzo potentials of the Nation 
are furnished by the planes of these business pioneers of the air, not 
by the luxury passenger ships of the favored airlines. 

If subsidies are to be paid to airlines, let them be paid on the basis 
of importance to the Nation’s defense, as recognized in S. 436, not 
on the peculiar ‘‘need”’ of the particular airline, as is now the practice. 

Let us put a stop to the present system which permits unfair 
competition by the favored airlines against the veterans’ airlines, 
many of which have been forced out of business. 

A compulsory cost allocation, as provided for in S. 436, will force 
every airline to reveal what it costs to carry mail, what it costs to 
carry freight, and what it costs to carry passengers. 

(3) Present subsidies go to only a limited class of airlines which 
have only a limited amount of usefulness to the national-defense 
effort. An Air Force survey revealed that only about 10 percent of 
the planes of the subsidized airlines would be ready for immediate 
use for defense. Therefore, instead of permitting one special class of 
airlines to receive subsidies, we favor permitting “any air carrier” to 
be eligible. At the least, we favor making “‘any certificated air carrier’’ 
eligible. To do less is to continue a rank injustice. Therefore, we 
oppose any amendments, whether suggested by Civil Aeronautics 
Board representatives or anyone, to 5. 436, which would restrict 
subsidies to mail-and-passenger lines. 

(4) Present hidden airline subsidies account for much of the finan- 
cial burden borne by the Post Office Department. The public is not 
very much impressed to be told that the deficit of the Department is 
the cause of reduced delivery service—at the same time that these 
hidden subsidies continue to be paid out of funds of the Post Office 
Department. A grade-school arithmetician can see that the postal 
deficit will be reduced if the huge airline subsidies are removed. 

I would like to make a comment there that AMVETS will support 
the postal department in any sincere effort to unfetter its hands in 
order to tender air-mail contracts to the lowest-cost carrier, as has been 
suggested from time to time by previous witnesses. 

Logic dictates that any subsidies should be paid in separate ap- 
propriations. ‘The CAB should be made responsible and required to 
justify all subsidies granted. 

AMVETS favor removing all airline subsidies from the Post Office 
Department. Then air-mail payments will be for the cost of carriage 
of air mail plus a reasonable return and not for anything else. ‘Then, 
and not until then, will the term “air-mail pay’’ mean what it seems 
to mean. Loose language should not be permitted which would con- 
fuse this point and thereby sanction abuses; air-mail pay should not 
exceed the cost of carrying the mail plus a reasonable return. 

There is no justification for making any distinctions between foreign 
and domestic air-mail carriage in this legislation. No hidden favors 
should be granted; the separation must be made, with no exceptions. 
The separation of subsidies from air-mail payments must apply to all 
United States airlines, both domestic and international. 
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In 1948, AMVETS called for the separation of subsidies from air- 
mail payments. We have continued to call for this action ever since. 

Last year, it looked as though there was some chance for success 
when the AMVETS-supported Kennedy and Heselton bills, H. R. 
2908 and H. R. 9184 of the Eighty-first Congress, passed the House 
of Representatives. But, as you know, the bills died without Senate 
action. 

The Cuarrman. And the reason they died is because they got here 
just prior to the Christmas vacation. You realize that; don’t you? 

Mr. StayMan. I realize it was in December. 

The CuarrMan. It was December 13. We adjourned for Christmas 
very shortly thereafter. We had no time to have any hearings or to 
do anything about the bills. 

Mr. SLAYMAN. Senator, my reason for commenting on that was not 
to place blame on the Senate, but to make a comment as to how far 
some of these bills have gone. 

The CuarrMan. I am very glad that the House did take action on 
them, and the House deserves a great deal of credit for it. Had the 
bills reached the Senate a little earlier, we could have and should have 
acted on them. But there just was not time enough after they got 
here. 

Mr. Starman. This year this Congress should take favorable action 
on the matter—and should recognize that S. 436, or S. 1137 with the 
four Lehman amendments, are the only bills which will really accom- 
plish an effective separation. 

AMVETS write us stating that they think there is ‘too much 
investigating and not enough legislating.”’ I understand that a long- 
awaited report by this committee will be forthcoming this month. 
Surely there is no reason for further delay in enacting this legislation. 
Likewise, there should be no delay in putting the law into operation, 
after it has passed both the Senate and the House. 

For all of these reasons, AMVETS urge the committee to favorably 
report 5. 436 for prompt Senate action. 

Let’s put an end to the shell game. As I have said, we would favor 
the enactment of S. 1137, as an alternative to S. 436, if four amend- 
ments proposed by Senator Lehman were made. 

Representative John Kennedy is an AMVET and has proposed 
similar amendments. These amendments are: 

Amendment No. 1: Page 3, line 5, strike out ‘‘be based upon” and 
insert the following: “in no event exceed’’. 

Amendment No. 2: Page 4, begining in line 10, strike out ‘any 
air carrier holding a certificate authorizing the transportation of mail 
by aircraft”? and insert the following: “the air carrier’. 

Amendment No. 3: Page 6, line 13, strike out “As soon as may 
be practicable after’ and insert the following: “On or before’. 

Amendment No. 4: Page 6, line 18, strike out the period and all 
that follows down through the second comma in line 20 and insert 
the following: ‘‘among’’. 

May I have permission to enclose as an addendum to my testimony 
an editorial from the Washington Post for Sunday? 

The Cuarrman. I will be very glad to make that a part of the 
record at this point. 

(The material referred to is as follows:) 
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[From The Washington Post, July 8, 1951) 
Let THE PuBLIc KNow 


For a matter that is seemingly simple in concept, the long-stymied effort to 
separate mail pay from subsidies to airlines has encountered an unbelievable 
amount of trouble. Two years ago the Hoover Commission emphasized that the 
Post Office Department ought no longer to be saddled with the burden of paying 
subsidies above the actual cost of carrying the mail. The idea of separation has 
been supported by many national groups, with the thought not of ending subsidies 
but of identifying them and divorcing them from the postal deficit. Air mail 
pay currently is costing the Post Office 140 million dollars annually, with the sub- 
sidy estimated vaguely at anywhere from 40 to 70 million dollars of this. 

Yet every move to accomplish the separation has ground to a standstill, despite 
the fact that a separation bill finally passed the House last session. Right now 
there are no fewer than six contradictory bills bearing on air subsidies in the 
Senate alone, four of them bearing the name of Senator Edwin C. Johnson, 
chairman of the Interstate and Foreign Commerce Committee. 

The best of the lot is 5. 436, introduced by Senator Johnson. It would require 
the Civil Aeronautics Board to set rates for carrying the mail (to be paid by the 
Post Office) at reasonable and necessary costs to the carriers, including fair return. 
Beyond this the CAB would be empowered to grant subsidies sufficient to enable 
carriers under “‘honest, economical and efficient management” to serve the needs 
of defense, commerce and the postal service. The burden of proof would be on 
the carriers. 5S. 436 also would require the CAB to prescribe standards for ac- 
counting as well as to make a comprehensive study and report to Congress by 
April 1, 1952, estimated sums necessary to cover air mail and subsidy during 
fiscal 1953. S. 1137, introduced by Senator McClellan with 16 other Senators, 
would accomplish the same ends with a little tightening. 

Two basic questions are in controversy—how to determine cost allocations and 
whether to include international routes. Several of the bills are silent on the 
first point. The fact is, however, that no one knows precisely what it costs to 
carry the mail, or whether the present “service” rates are fair, and any subsidy 
separation which omitted a determination of costs would be a mockery. Loose 
accounting might make possible the transfer of other costs to mail charges—as, 
for example, the burden of uneconomically low freight rates. Such shenanigans 
as recently disclosed in the indictment of an airline president for misusing company 
funds (supplied in part by the taxpayers) indicate the need for rigid accounting. 

With respect to international routes, the principal argument raised against 
inclusion of them in the separation is that disclosure of subsidies might result 
in arate war. American international carriers, however, now take approximately 
half the sums expended in mail pay, and any separation would be only half- 
complete without including them. Moreover, it is hard to see how disclosure 
would hamper their competition with foreign airlines, most of which are national- 
ized or heavily subsidized. 

To favor the absolute separation of subsidies from mail pay and the payment 
of subsidies by separate appropriation is not to oppose subsidies as such. The 
airlines furnish services of great value to the national interest, and where subsidy 
is justified it ought to be paid. But Congress and the public have a right to know 
what is being paid, as the only check on the efficiency and worth of subsidized 
services. In the long run well-managed airlines would benefit by having their 
subsidy payments made an open book. 


Mr. Starman. If I might, Senator, I would like to make a short 
comment about a wire-service story in this morning’s Post. It says, 
‘‘Air-mail pay is separated from subsidy. The Civil Aeronautics 
Board announced yesterday an end to hidden subsidy payments to 
airlines, a policy that has been under sharp attack in Congress.” 

I think the important thing about the news story is that the Chair- 
man, Mr. Nyrop, says he hopes Congress will complete the legisla- 
tion so that the Board’s program may be geared to the new law to 
avoid any conflict. I suggest that there is a possibility that the pub- 
lic might be misled; that the action that we have all sought for so 
many years is now taking place by administrative action. 
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The Cuatrman. I agree with you on that point. I was very glad 
to notice that paragraph in Mr. Nyrop’s letter that legislation isfstill 
required. 

Mr. StayMan. Incidentally, in the preceding paragraph there is an 
error. That might apply a little to the remark you made about the 
House action of last year. The news item says, ‘‘Legislation to sepa- 
rate air-mail payments from subsidies already has passed the House 
and is pending before Johnson’s committee in the Senate.’ We 
know that is not so. 

The CuarrMan. That is not quite correct. The Heselton bill died 
with the previous Congress; so we are starting from scratch again. 

Mr. StayMan. That could mislead the public. 

The CHarrMAN. That was not in the letter, however. That state- 
ment 

Mr. StayMan. It is in the newspaper, though. 

The CHarrMAN. It is a newspaper statement and not the letter 
statement. I agree with you on both those points: that there is need 
for legislation and that it ought to be speeded up. 

Do you have anything further that you wish to state? 

Mr. StayMan. No, sir. 

The Cuarrman. We thank you for appearing here this mor ning. 

Mr. Williams, do you have any questions to ask the witness? 

Mr. Wriut1aMs. No, sir. Thank you Senator. 

The CuarrMan. The next hearing will be at 2 o’clock tomorrow 
afternoon. 

(Whereupon, at 12:10 p. m., the hearing was recessed until 2 p.m. 
tomorrow, July 11, 1951.) 
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WEDNESDAY, JULY 11,1951 


Unitep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 2 p. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
C. Johnson (chairman) presiding. 

Present: Senator Johnson of Colorado (chairman). 

Also present: Mr. Williams, appearing on behalf of Senator Williams 
and Mr. Edward C. Sweeney, professional staff member. 

The CuarrMan. The hearing will please come to order. 

Robert M. Drysdale, Jr., will be our first witness. 

Will you come forward, please, and talk to us. 

Mr. Dryspaue. | would like to very much. 

The CuarrmMan. Make yourself comfortable and proceed in your 
own way. 


STATEMENT OF ROBERT M. DRYSDALE, JR., EXECUTIVE 
VICE PRESIDENT, FEDERATION FOR RAILWAY PROGRESS 


Mr. Dryspate. My name is R. M. Drysdale, I appear as 
executive vice president of the Federation for Rails ay “P, rogress, with 
headquarters in the Railway Progress Building in this city. This 
federation is a voluntary nonprofit association “registered under the 
laws of Ohio. 

It was established in 1947 to give the people who own the Ameri- 
can railroads and those who hold their securities, as well as the people 
who use and those who produce railway-transport service, a chance 
to present the requirements of a healthy railway industry to you and 
to the public in general. 

I hope that vou will appreciate, Senator, how much we appreciate 
the privilege of appearing before your committee. 

The CuarrmMan. We are very glad to have you come. We want 
to learn all we can from every possible source. What we are seeking 
is light. 

Mr. Dryspaue. I think that I can give vou some. 

The Cuarrman. I have no doubt but that you will. 

Mr. Dryspate. The fact that I represent the Federation of course 
means that I appear here not solely in the interest of carrier corpora- 
tions, but principally for some of the people—there are about a mil- 
lion of them—who own rail shares and securities, and for some of the 
million and a quarter people who work for the railroad companies, 
as well as on behalf of shippers and other users of rail transportation. 
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These people are vitally interested, primarily as tax-paying citizens, 
in the bills you are considering to eliminate subsidies from the air- 
mail payments the post office makes to airlines. Along with most 
other Americans they are being celled on to pay steeply increased 
taxes to provide for the needs of our Armed Forces. They feel the 
time is past when they should also have to pay taxes to support di- 
rect subsidies to the private businessmen who own and operate 
airlines in competition with railroads. 

They feel that the best and easiest way to put an end to these air 
mail subsidies is to make the law governing the establishment of air 
mail pay comparable to that governing railway mail pay as adminis- 
tered under the Railway Mail Pay Act. 

The airlines, with the Federal Government to help them whenever 
they can’t find enough money to pay their bills, compete directly 
with the railway passenger industry for mail, express, and passenger 
business. 

I would like you to take a look at this railway passenger industry 
and then I believe you will understand some of our problems and why 
we are here today. 

The railway passenger industry represents an investment by some 
million of our citizens of approximately 4.5 billion dollars. It employs 
approximately 350,000 men and women. It serves over 5,000 com- 
munities in every part of our land. In 1950 it did $814,000,000 
worth of passenger business and $81,000,000 worth of express business, 
and received $267,000,000 for carrying the United States mails. 

During World War II the railway passenger industry provided the 
service that handled 97 percent of all organized domestic movements 
of military personnel. I am advised that it is handling about 80 
percent of these movements today in support of our defense mobili- 
zation and the war in Korea. 

The railway passenger industry carries 90 percent of the mail for 
the Post Office. For a period of 22 years this service was provided 
without any increase in the compensation in spite of substantially 
increasing costs. 

Without question the railway passenger industry provides a service 
which is vitally essential to our commerce, our defense, and to the 
postal service. And it does not ask assistance of any kind from the 
taxpayers. On the contrary, it finds itself required to subsidize many 
communities on its lines by continuing rail passenger service at a loss. 

Yet the industry which provides these essential services is not in a 
sound or healthy condition. In the 12 years since 1939, which include 
the wartime years of capacity operation, this industry—the railway 
passenger industry—piled up a deficit of 2.18 billion dollars, according 
to the published reports of the Interstate Commerce Commission. 

The people who own the railway passenger industry cannot turn 
to the Treasury of the United States to make up these huge deficits. 
They must turn instead to the far-from-adequate net operating income 
they earn from the operation of freight trains. Otherwise they would 
be wiped out. 

That is why they find it difficult to understand a Government policy 
which has required the Post Office Department to pay the people who 
own the airlines $417 million since 1939 largely on the basis of the 
“need’’ of these owners for more money to stay in business and com- 
pete with railroads. 
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This liberal Government assistance enabled the airlines’ owners to 
earn 4 percent on their investment last year, while their rail compet- 
itors in the mail, express, and passenger business suffered their third 
consecutive annual loss of over a half billion dollars. 

Now, you must remember that these so-called mail payments which 
we are discussing today form only a small part of the assistance or 
subsidy which enables ‘airlines to compete with railroads. 

In the past 25 years the Federal Government has spent over a 
half billion dollars of public funds on a system of Federal airways 
Of this amount $153,000,000 represents capital investment and 
$360,000,000 the cost of maintenance and operation, which is currently 
running at a figure of about $53,000,000 per year. ‘The Government is 
now carrying out a program to invest $375 million more of public 
funds in modernizing and expanding this airway system. 

Then there is the huge public investment in airports, which at the 
end of 1950 amounted to over $1.5 billion. The airlines use these 
airports at less than the cost of operating them and, of course, do not 
have to worry about maintenance, depreciation, amortization, taxes 
or interest. 

Together the airways system and the airports network represent 
an investment in transport facilities of about $1.7 billion of public 
funds. If interest, depreciation, property taxes and maintenance on 
this investment are figured at the rate paid by the people who own 
the railway passenger industry, and government operating costs are 
added thereto, it will be seen that the airlines using these facilities 
enjoy a “hidden subsidy’’—quite apart from the subsidy hidden in 
the mail payments—of almost $400,000,000 per year. This means 
that today when you, Senator, take a trip by air and pay the air 
carrier six cents per mile for your transportation, the taxpayers are 
“kicking in’’ another four cents per mile to make your trip possible. 

That is the magnitude of the public aid to air transport, exclusive 
of air-mail subsidies, and it is well to keep it in mind in considering 
the problem before you today. With this substantial hidden aid 
still available, it certainly is not necessary to continue to hide further 
aid to air carriers in the deficit-riddled accounts of the Post Office 
Department. 

I believe you also should consider what this public aid to air carriers 
means in their competition with railroads for passenger, express, and 
mail business. 

The competition of subsidized airlines is an important factor in 
today’s passenger-transportation market. Between 1940 and 1950 
the passenger-carrying railroads increased their business about 35 
percent, while the domestic trunk airlines increased their business 
some 640 percent. 

In 1940, of the combined airline and railroad passenger business, the 
railroads handled almost 95 percent. In 1950 they handled only 77 
percent. Railway passenger business and revenues have fallen off 
in every year since 1944 while airline passenger business and revenues 
have increased in every year since 1939 except for a slight setback in 
1948. 

A recent study by the California Public Utilities Commission of 
the changes in passenger travel between Los Angeles and San Francisco 
from 1940 through 1949 revealed that the railroads’ share of the total 
traffic—air, rail, and bus—dropped from 65 percent to 32.7 percent, 
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while air travel increased from 11.9 percent to 43.1 percent and bus 
travel from 23.1 percent to 24.2 percent. : 

In 1940 the railroads handled 87 percent of the combined national 
air and rail first-class business. In 1950 their share of this business 
was only 53 percent. In other words, the airlines and the railroads 
are just about dividing on an equal basis their combined share of the 
first-class travel market. 

In 1949 the subsidized domestic trunk airlines, their hand forced 
by the smaller ‘‘nonscheduled”’ lines who receive no mail subsidy 
from the Federal Government, inaugurated a new service known a 
“air coach,” with fares directly competitive with rail-coach service. 

Air-coach fares come to just under 4 cents per mile in most cases, 
while rail-coach fares average about 3 cents per mile. It is easy to 
set a competitive rate of 4 cents per mile to take business away from 
railroads when you have another 4 cents up your sleeve provided by 
the taxpayers, and the assurance that if this is not enough, your 
“needs’’ will be satisfied by the Post Office Department. 

In April and May 1949 the CAB conducted a survey of passengers 
using domestic sky-coach service and found that 21.1 percent had been 
diverted from rail-coach service and 19.9 percent from first class rail 
service—41 percent of the business diverted from the railroads by 
fares and service made possible in a large degree by Government 
assistance, 

This is serious competition. We do not mind competition but to 
the extent that it is based on Government assistance in the form of air 
mail subsidies, free use of airways and a below-cost use of airports, it is 
not healthy or sound competition, and to the extent this Government- 
financed competition contributes to railway-passenger deficits, as it 
does, it is seriously weakening our national transportation industry. 

Over at the ICC right now, as you know, Senator, the railroads are 
presenting their case for an increase in the rates they are permitted 
to charge for hauling freight. Five departments of the Federal Gov- 
ernment have argued that they should not be allowed to increase these 
rates. Yet it is only from the net operating income of their freight 
business that they can find the money to sustain the growing deficits 
of their passenger business. 

On the other hand, there are at least three agencies of the Federal 
Government who see to it that air carriers do not have to worry 
about deficits. 

How do you suppose this contradictory policy appears to the mil- 
lions of Americans who own rail shares or securities? Do you suppose 
this gives them confidence in the wisdom or fairness of their Govern- 
ment? They suffer tremendous losses in their passenger, express, and 
mail business every year, while the owners of the airlines are now 
enjoying a net return on their investment made possible by Govern- 
ment assistance. 

What about the million and a quarter people who work for the 
railroads? Do you suppose they can make any sense out of a policy 
which in reality gives Government assistance to airline workers in 
competing with railroad workers for business? 

And the thousands of shippers, expecially the small-business men 
of the country, do you suppose they look with favor on this policy? 
Some of their tax payments are used to enable airlines to take pas- 
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senger business away from railroads. Then they are asked to pay 
higher freight rates to offset railroad passenger deficits. 

I know you gentlemen are able to answer these questions far better 
than I. 1 am sure that these hearings will produce legislation which 
will be at least a first step in correcting this patently unfair and 
basically unsound situation. 

You have before you several bills which purport to eliminate all 
elements of public subsidy from the payments the Post Office makes 
to air carriers for transporting the mails, reducing air mail payments 
by the Post Office to the actual costs necessary for this service plus a 
reasonable and fair return. It is true that these bills also provide for 
the continuation of subsidies to air carriers. 

This of course is unfortunate. I am not sure, though, that the 
people who are being called upon to pay the staggering tax bills re- 
sulting from our defense mobilization will look with favor on a con- 
tinuation of this expensive public assistance to private business enter- 

rises. 

For with all due regard for the value of the contribution to national 
defense made by commercial air transport, it is certainly no greater, 
either in magnitude or importance, than the contributions made by 
the railway industry, which neither asks nor expects such public 
assistance. 

Therefore, the most important purpose of this legislation, it seems 
to me, is to establish sound and businesslike standards to govern the 
compensation for carrying the mail by commercial aircraft. This 
should not be a difficult task. 

You have for your guidance the 60 years of experience which the 
Post Office Department has had in transporting mail by railroad. 
You have the basic Railway Mail Pay Act of 1916. And you can 
have the advice and recommendations of the Interstate Commerce 
Commission, which still has under advisement the railway mail pay 
case of 1947. i 

After all, the carrying of mail, whether by airway, highway, water- 
way, or railway, is essentially a transportation problem. It should 
be governed by consistent standards fairly applicable to all carriers 
who participate in the business. The agency of the Government 
which knows most about this problem and can give you an objective 
analysis of it is the Interstate-Commerce Commission. 

I suggest that you seek the views of this agency. You will recall, 
of course, that from 1934 to 1938 when the Civil Aeronautics Act was 
passed, it was the ICC which passed on the rates which the Post 
Office made with air carriers. 

Ask them if they believe the Railway Mail Pay Act effectively safe- 
guards the public interest in the establishment of mail carrying rates. 
Ask them if it permits the setting of mail rates which are fair and com- 
pensatory to the carrier. And ask them if it allows the Post Office 
to make advantageous arrangements for carrying the mail. 

If you find that the answers to the above questions are in the 
affirmative, as I believe you will, what could be more reasonable than 
to adopt the standards of the Railway Mail Pay Act in writing a bill 
to cover the compensation to be paid for carrying mail by air. 

The Civil Aeronautics Act of 1938 made the commercial develop- 
ment of air transport a charge on the Post Office Department. It 
did this, as you know, by making the need of the air carrier for mail 
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revenue in order to operate profitably a primary consideration in 
establishing rates. 

As the report of the Secretary of Commerce to the President in 
December 1949 so aptly put it, “the result is in effect a cost-plus 
system of subsidies under which the carriers are virtually guaranteed 
against bankruptcy.” Under this provision you will recall that the 
taxpayers, through the Post Office Department, were even required 
to reimburse certain of the Big Four airlines for losses they incurred 
in the grounding of new types of aircraft to correct safety hazards. 

It follows, then, that all that has to be done to eliminate the air- 
mail subsidy is to restrict the air-mail pay statute to considerations 
of fair and reasonable cost standards, plus a fair return on the invest- 
ment required. 

Of the bills before you, S. 436 and S. 1137 embody this principle. 
S. 535 concerns itself primarily with the development of an offshore 
or Overseas air transport industry. S. 1657 would legislate the air- 
mail rate directly into the law, an unusual and not very sound de- 
parture in rate-making as well as law-making. S. 1756 seeks to 
establish complicated and not very flexible rules of rate-making 
which would make the job of the regulatory authority difficult. 

S. 1757 does not concern itself with effective standards for com- 
pensatory air-mail rates and is of little use in these hearings. 

Returning then to S. 436, which is the simplest and least contro- 
versial of the bills before you, I believe you will find therein basically 
fair and easily understandable standards to guide the regulatory 
commission in formulating rates and rate-making rules which will 
adequately compensate the air carriers, reduce the air-mail deficit of 
the Post Office Department, and effectively safeguard the public 
interest. There is language on page 3 of this bill at line 5 and following 
through line 10 which may not be necessary. 

I refer to the requirement that the rates fixed under the bill “shall 
in no event exceed the reasonable and necessary cost to the air car- 
rier * * *.’ S. 1137 has language of a similar nature but uses the 
words “shall be based upon” rather than “shall in no event exceed.” 
Such a provision is not included in the Railway Mail Pay Act, and 
yet in 35 years of administering the rate-making section of that act, 
the ICC surely cannot be accused of having set rates which had the 
effect of subsidizing rail carriers. On the contrary, many rail carriers 
feel they have been subsidizing the post office. 

If the air mail rate sections of the bill were to be administered as the 
ICC has administered the rate-making sections of the Railway Mail 
Pay Act—or perhaps if the administration of these rate-making sec- 
tions were returned to the [CC—such language could be eliminated. 

There is another section of the Civil Aeronautics Act of 1938 not 
covered by any of the bills you are considering which needs amending 
in order to protect the public interest. I refer to the ‘“Tender of 
Mail” section, section 405 (g) of the act. It has the effect of limiting 
the Post Office Department in its selection of air carriers to handle 
air mail to those airlines certificated by the CAB for carrying mail. 

If this remains unchanged, the CAB could conceivably force the 
Post Office Department to use only high-cost. carriers certificated by 
the Board, thus nullifying your efforts to reduce the cost of air-mail 
service. If the relations between the airlines and the post office are 
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going to be put on a sensible businesslike basis, then the post office 
should have the final say in who is to carry our mail. 

In both S. 436 and S. 1137 there is a section which requires the CAB 
to prescribe a system of cost allocation for air carriers. Such a require- 
ment Is certainly necessary if these air carriers are to continue receiving 
subsidies. It should not be necessary, however, in connection with 
the establishment of air and compensatory air mail rates. 

The establishment of these rates will entail adversary proceedings 
before an independent and, I hope, impartial tribunal. The carriers 
will be required to prove their costs, and the Post Office Department 
will be permitted to challenge these costs. And if experience in the 
pending railway mail pay case means anything, they will challenge 
with vigor. This makes any statutory requirement for a system of 
cost allocations superfluous as far as air mail rates are concerned. 

Yesterday, I read in the newspapers the “‘good news,”’ so-called, that 
the CAB had “ended” hidden subsidy payments to airlines. On 
reading further, however, I found that this end of hidden subsidies 
meant that the CAB had reached an agreement with the Big Four to 
consider 45 cents per ton-mile as a reasonable rate for carrying the 
mail as of January 1, 1951. 

Nowhere in the story did'I read that the Post Office Department 
considered this a fair and reasonable rate or that the Post Office 
Department had been given an opportunity to question the rate or 
offer evidence that it was too high. I said to myself. ““Wouldn’t it be 
wonderful if the railroads could run up to an agency like the CAB 
and make an “agreement”’ to consider, let’s say, three-fourths of their 
basic passenger rate as a reasonable rate for carrying the mail.” 

Senator, unless and until you amend the law so as to put air mail 
pay on the same footing as railway mail pay, and see that the law is 
administered by a fair and impartial tribunal, you are going to have 
fictitious air mail rates. And as long as you have such rates you 
are going to have the poor taxpayer subsidizing airline operations 
through the Post Office Department. 

I know that you do not have to be reminded how perilously close 
the growing cost of our Federal Government is to breaking the back 
of our free institutions. Yours is the awful responsibility of trying 
to provide for our defense without destroying our liberties. You 
must seize every opportunity to eliminate every “nonessential expendi- 
ture. The direct subsidization of commercial air transport is such 
an expenditure. 

The private businessmen who operate the air transport industry 
and the private citizens who own that industry already receive 
hidden subsidies reaching close to $400,000,000 per year. If, with 
this ‘tremendous assist from Government they cannot pull their weight 
in the boat, it is time they move over and let younger and more ag- 
gressive men take charge. The postwar development of air transport 
enterprises, without any direct subsidy from the post office, convinces 
me that there are men in this country who are able to run our air 
industry without constant recourse to the public treasury. 

You have seen them here before your committee. They represent 
the finest spirit of American free enterprise. Young, intelligent, able 
to stand on their own feet. They ask no favors of the public. They 
are producing air transport service at a profit and selling it for cash 
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in spite of constant harassment from the vested interests which 
control the CAB. 

If the Big Four, or the Club Sixteen, or whatever you call the 
domestic trunk carriers, cannot operate the air transport industry 
at a profit without fictitious mail rates or special coddling, -there are 
others who are ready, willing and able to operate it for them in the 
American tradition of individual initiative, fair competition and 
self-reliance. 

I believe you will be responding to the desires of fair-minded citizens 
if e report out a bill which: 

Eliminates all direct subsidies to the air transport industry. 

2" Sets fair and reasonable standards for air-mail pay comparable 
to the standards governing railway-mail pay. 

3. Entrusts the administration of these standards to a fair and im- 
partial administrative tribunal. 

The CuarrMan. Does that complete your statement? 

Mr. DryspaLe. That completes my statement, Senator. 

The CHarrMan. Do you have any questions, Mr. Williams? 

Mr. Wiuuiams. No, sir. 

The CuarrMan. You mentioned in your testimony, the Big Four 
case and the ‘good news’ which turned out to be bad news in your 
opinion. Do you recall that? 

Mr. Dryspate. Yes, sir. 

The CHarrMan. I don’t believe that you read the full press report 
on it. Did you read any place in there where $5,000,000 was being 
turned back to the Treasury by the airlines? 

Mr. Dryspa.e. I saw that, sir. 

The Cuarrman. Did you see in there where in the future the CAB 
was going to separate the payments that they made into two cate- 
gories, one subsidy and the other mail pay? 

Mr. Dryspa.e. I saw that, ves, sir. 

The CHarrman. When I said it was “good news’’ I was referring 
to that part of the report. I had already received news about the 
agreement that was reached on the Big Four case, so to me it wasn’t 
news. Perhaps I should have made some differentiation of the various 
items in the news story. But in that case, in the Big Four case, the 
Post Office Department were intervenors. 

Mr. Dryspaue. I didn’t read that in the news release, Senator. 

The CuatrmMan. The Post Office was in there. They were repre- 
sented. 

Mr. Dryspaue. I am also amazed when I fail to read about the Post 
Office Department’s position with respect to air-mail rates when | 
know that their position with regard to railway-mail rates are quite 
vigorous. They also challenge whatever the railroads bring forward. 
There is always a disagreement about rates. It has taken the rail- 
roads 4 years, and it is not over yet, to get the railroad mail rates 
adjuste «d from the level at which they were set in 1945. 

The Cuarrman. In the letter that was addressed to me, it listed 
that the intervenors were the Flying Tiger Line, Inc., Slick Airways, 
Inc., and the Post Office Department. So they were in that case. 
That case has been pending a long time, too. The 45-cent rate for 
1951 is a great step forward. 

Mr. Dryspae. There is no question about it, sir. It is good news 
in that respect, obviously. 
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The Cuarrman. I thought it was good news. It was, as I stated, 
from my point of view very good news. We appreciate vour coming 
here. You have given us some very provocative evidence. You 
have raised some points that need consideration by the Congress. 
We do appreciate your coming and helping us. 

We are seeking all the light that we can get. As you said, you 
planned on bringing us some light and I think you have. 

Mr. Dryspaue. Thank you very much, Senator. 

The Cuairman. Mrs. Lucile S. Keyes is our next witness, 


STATEMENT OF LUCILE S. KEYES, ECONOMIST 


Mrs. Keyes. My name is Lucile S. Keyes. I am an economist 
and have specialized in air-transportation regulation. I represent 
only myself. 

My statement is mainly on the rule of mail rate-making in S. 1756, 
which I wrote. 

In general, this rate-making rule avoids the undue rigidity of pre- 
scribing fully distributed cost as a universal rate-making standard, 
while avoiding also the undue looseness of leaving the determination 
of compensatory mail rates entirely up to the regulatory authority. 
This has been done by making fully distributed cost of the mail 
service the basic rate standard and providing for exceptions that are 
strictly defined in the bill. 

The exceptions are designed to deal with the following situations, 
in which a fully distributed cost mail rate is not appropriate: one, a 
situation in which a departure from fully distributed cost would be 
necessary to support the service required by the Post Office Depart- 
ment; two, a situation in which the service required by the Post 
Office Department could be obtained at a fully distributed cost rate, 
but only at the expense of curtailing commercial traffic so that the 
average payment per unit of service by all the traffic taken as a whole 
would have to be higher; and three, a situation in which a fully dis- 
tributed cost mail rate would be higher than the Postmaster General 
would be justified in paying. 

I shall discuss each of these situations in turn, but I want to empha- 
size at the outset that although these exceptions authorize departures 
from fully distributed cost, they do not authorize any departure from 
mail cost as a rate-making standard. Rates fixed in accordance with 
this rule will always be rates equal to the cost of the service, in the 
sense that the mail payment will be just equal to the sum that is 
necessary to obtain that amount of service which is required for the 
mails without throwing an undue burden on the commercial traffic. 

The first proviso in the rate-making rule 1 (a) simply requires that 
a mail rate shall not be fixed at which the mail service could not 
possibly be provided. It is entirely different from the present ‘‘need”’ 
rate principle, under which the mail payment is measured by the 
commercial deficit of the carrier. 

In the first place, the total cost figure that must be covered is not 
just whatever operating costs happen to be incurred by the carrier, 
but the cost of the service required for the mails. Thus, for example, 
none of the cost of exclusive passenger schedules could be charged to 
the mail service. If this basis of payment were adopted, the Post 
Office would presumably stop designating practically all schedules as 
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mail schedules—a practice which costs it nothing at present. Simi- 
larly, high operating costs attributable to ultra-fancy equipment 
designed solely to attract passengers could not be charged to the mail 
service. 

In the second place, the Post Office Department is not regarded as 
a residual guarantor on which any part of costs common to the mails 
and the commercial traffic can be dumped. An anticipated shortage 
of revenues relative to these costs might equally well under this rule 
be met by a rise in the rates on the commercial traffic, and no mail 
rate above fully distributed cost would be authorized under this 
proviso (1 (a) ) unless sufficient revenues could not be obtained at 
any level of commercial rates from the commercial traffic to make 
such a departure unnecessary. 

A third important reason why proviso 1 (a) does not convert our 
rule of rate-making into a “need” rule is the requirement in proviso 2 
that no mail rate exceed the value of the service to the Post Office 
Department. I shall discuss this proviso more fully later on. 

Proviso 1 (b) guards against the imposition of an unduly rigid rate 
structure resulting in unnecessarily high cost and high-priced air 
transportation. Although the proviso is certainly not intended to 
justify any rate structure that would not bring in revenues sufficient 
to support the amount of service required for the mails, it has been 
suggested to me that this language as it now stands might be inter- 
preted in this sense. The bill should therefore, I believe, be modified 
to rule out such an interpretation—perhaps by the addition of a 
sentence at the end of the rate-making rule which would make it 
clear that no such rate system is to be authorized by the Board. 

The situation envisaged here is perhaps best described by a hypo- 
thetical example. Suppose an airline to be operating at the rate of 
1,000 available ton-miles per day at a total daily cost of $10,000. 
Suppose further, for the sake of simplicity, that all the operating costs 
are fixed—that is, do not vary with variations in the volume of 
traffic—and are common to the mail and passenger traffic; and suppose 
that the mail traffic amounts to 100 ton-miles per day. 

It might well be that the service could be supported at, say, a total 
volume of traffic of 500 ton-miles per day at a uniform rate per ton- 
mile of $20 for both commercial and mail traffic—that is, if, at this 
rate, 400 ton-miles of commercial traffic would move each day. The 
mail rate would then, of course, be equal to a fully distributed cost 
rate, 

On the other hand, let us suppose that if the commercial rate were 
reduced to $10, the commercial traffic would rise to, say, 850 ton- 
miles per day, and the amount that would have to be covered by the 
mail payment would be reduced to $1,500 as compared with $2,000 
at the $20 commercial rate. 

The necessary mail rate, then, would be $15 per ton-mile. At this 
level of total traffic, the fully distributed: cost mail rate would be 
$10,000 divided by 950 ton-miles, or approximately $10.53 per ton- 
mile, but this figure is of no practical significance because at this mail 
rate the total revenues would be insufficient to support the service 
required for the mails. In this situation, it would be manifestly 
better for all concerned to adopt a rate structure in which commercial 
rates are set at $10 per ton-mile and the mail rate at $15, even though 
the mail rate would exceed fully distributed cost by almost $4.50. 
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In this example, the assumed conditions are such that not only the 
average payment per ton-mile but the mail rate itself declines with a 
departure from the principle of fully distributed cost. It might be, 
however, that a departure from fully distributed cost would make 
possible a reduction in the average payment only if the mail rate 
were not reduced. 

For example, let us use again the hypothetical case described above, 
but suppose that the reduction of the commercial rate to $10 per 
ton-mile brought about an increase of commercial traffic not to 850 
ton-miles per day but to only 800 ton-miles per day. The amount of 
cost that would have to be covered by the mail traffic would remain 
the same as before, at $2,000. 

The necessary mail rate would also remain the same, at $20. But 
the average rate paid per ton-mile of the traffic considered as a whole 
would have declined to $10,000 divided by 900, or $11.11 per ton-mile, 
a figure which would, of course, also represent the theoretical fully 
distributed cost mail rate at this level. 

In S. 1756 as it now stands, this type of departure from fully 
distributed cost would also be authorized, as well as a departure that 
would reduce the over-all average unit payment, although raising the 
mail rate above a feasible fully distributed cost rate. It may perhaps 
be objected that such a provision would result in an unduly large 
burden on the mail traffic because of the relative inflexibility of postal 
demand. If this seems to be a valid objection, then it would be easy 
to amend the proviso to rule out such increases in the mail rate. 

In this connection, however, it should be noted that under the rule 
of rate-making in this bill, it might equally well be the commercial 
traffic that would have to be charged a rate higher than a feasible 
fully distributed cost rate in order to achieve the economies of fuller 
utilization of capacity. 

Take, for example, a situation in which the value of the mail service 
to the Post Office Department would be less than any practicable 
fully distributed cost rate, but would nevertheless be in excess of the 
added costs attributable to the carriage of the mails. A differential 
pricing system in which the rate per ton-mile for the commercial 
traffic was substantially above fully distributed cost might actually 
involve a commercial rate lower than any feasible fully distributed 
cost rate—or it might involve a decrease in the average payment for 
all traffic even though the commercial rate remained the same or even 
increased. Any of these results could, under this rule, justify a mail 
rate lower than fully distributed cost. : 

It will have been observed that the possibility of reducing average 
rates by differential pricing depends entirely on the existence of costs 
that do not vary in proportion to variations in the volume of traffic. 
Studies that I have seen indicate that this type of economy of large- 
scale production tends in the airline field to be exhausted at a relatively 
small total volume of traffic per carrier, and, with respect to individual 
routes, the same sort of conclusion appears to be valid. 

Thus the type of departure from fully distributed cost envisaged in 
proviso 1 (b), like that in proviso 1 (a), would probably not occur on 
relatively heavily traveled routes or for relatively large carriers— 
depending on the unit by which rates are to be set. _ It might, however, 
be important on certain lightly traveled routes and/or relatively small 
carriers. 
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Proviso (2) is of particular importance in freeing the Postmaster 
General from any obligation to support airline services whose contribu- 
tion to the improvement of the mail service, if any, is out of proportion 
to the costs that they impose upon the Post Office Department. An 
extreme example of this type would be a hypothetical helicopter route 
(carrying only mail) which did not speed up postal deliveries at all, or 
actually slowed them down. In this instance, any cost-determined 
rate would impose the entire cost of operation on the mail service even 
though it is quite obvious that none of this cost would represent legiti- 
mate postal expenditure. 

A less extreme example would be a hypothetical feeder service 
operating at light commercial load factors where, even though the mail 
service Were somewhat improved as compared with surface transport 
the cost necessarily imposed on the Department, whether or not in 
conformity with fully distributed costs, would be so much higher than 
the cost of surface transportation that the additional expenditure 
would not be warranted. 

The conditions the bill imposes on the Postmaster General with 
respect to burden of proof are designed merely to be a deterrent to 
arbitrary action and promote consistency and equity in the use of air 
transport by the Department. They may well be unnecessary, but 
should at least be of help to Congress in reviewing and judging the 
Department’s policies. 

With the obvious qualification that his policies are subject to 
change by the President or by Congress, the Postmaster General must 
be able to choose the method of transportation best suited to getting 
the most out of the postal dollar. In connection with the carriage 
of the mails by railway, it is my understanding that the Postmaster 
General is free to decide from month to month the amount of service 
he will pay for, and so can shift from this mode of transport to another 
almost immediately if he sees fit. 

This type of arrangement, like the uniform per ton-mile rates 
used for the great bulk of railway mail transportation throughout 
the country, appears highly unsuitable for air transportation because 
of the greater relative importance of mail traffic as a source of airline 
revenue. (Ideally, the same rate-making principles should apply to 
railway as to airline mail rates; however, the position of the railway 
mail traffic as only one among a multitude of types of traffic for 
which rates must be made, each one of which contributes relatively 
little to total carrier revenues, makes it at once more difficult and 
much less important to apply these principles to railway mail rates.) 

As to the method of short-term designation of capacity demanded 
for the mail service: the traffic instability that would result from the 
application of this system to the airlines probably would necessitate 
the payment of a very high mail rate to afford reasonable compen- 
sation for the risk of loss if facilities provided in the expectation that 
the mails would be carried were suddenly made idle by the cutting 
off of mail traffic. 

It is, therefore, provided in S. 1756 that the Postmaster General 
must tender mail for at least 1 year where a rate is in force which 
conforms to the rate-making rule—a condition which implies, among 
other things, that the rate not exceed the value of the postal service 
as determined at the time that the mail rate is set—and that he may 
cease to tender mail only by proving that the rate is not in conformity 
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with the rate-making rule and then only after at least 3 months’ 
notice to the carrier. 

The provision that no mail rate shall be set below avoidable cost 
is designed to facilitate the implementation of the provision that no 
carrier shall be required to carry mail at a loss, that is, at a rate be- 
low avoidable cost. Under S. 1756, the Postmaster General is 
required to tender mail te an air carrier where a mail rate is in effect. 

Without the provision on avoidable cost, it would be technically 
possible for the Board to fix such a rate—that is, a rate in conformity 
with the rate-making rule—which would not compensate the carrier 
for the added costs incurred as a result of carrying the mails. (This 
could enly happen, of course, where the value of the service to the 
Post Office Department was lower than this added cost.) In this 
situation, the Department would be technically required to tender 
the mails, but the carrier would not be obliged to carry them. It 
would seem more logical to avoid this situation by making it im- 
possible for the Board to set such a rate. 

In the proposed section 406—A, it is required that mail rates be 
set by route as soon as is practicable, and by route segment to the 
extent found feasible by the Board. The purpose of this mandatory 
geographical breakdown is to enable the Board, the Congress, and the 
public to evaluate properly the extent to which individual segments 
of an airline system are or are not self-supporting, and hence to deter- 
mine whether and to what degree direct subsidization of airlines could 
be reduced through the abandonment of unprofitable operations. 

The use of a uniform system-wide mail rate in calculating revenues 
properly attributable to a particular segment of a system may often 
bring about misleading results. For example, a system average rate 
might be heavily weighted by the relatively low cost of the mail 
service on densely traveled routes. The use of such a rate in the 
evaluation of the profitability of lightly traveled routes, where the per 
unit costs that would justifiably have to be borne by the mail service 
might be appreciably higher, would result in a completely false picture 
of the extent to which the segments of the airline were profitable or 
unprofitable. Here an inherently sound route might falsely be labeled 
as subsidized. On the other hand, the making of rates on a system- 
wide basis might serve to conceal the truly subsidized nature of short 
segments that do not contribute appreciably to the improvement of 
the postal service. In such instances the system-wide rate might be 
appreciably above the value of the service to the Post Office Depart- 
ment, and hence mail revenues should not be allocated to the segment 
on the basis of the system-wide rate. 

In the proposed section 406—B there is included a provision to deal 
with the latter type of instance pending or in the absence of a geograph- 
ical breakdown of mail rates by the Board: by showing that a mail rate 
is above the value of the service for any particular route segment the 
Postmaster General may bring about the nullification of that rate with 
respect to this particular route or route segment and hence free 
himself from the obligation to tender mail at that rate on that route 
or route segment. 

In connection with the proposed route-by-route breakdown, I 
should like to indicate my belief that this type of geographical cost 
breakdown—that is route-by-route—is much more likely to give a 
realistic view of the possibilities of savings through curtailments of 
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service than is an approach on an individual community-by-com- 
munity basis. 

I have not yet studied in detail the findings of Ernst & Ernst with 
regard to the profitability. of individual. airline stations, but on the 
basis of cost data that came to my attention in connection with the 

reliminary studies conducted by the staff of the Senate Committee on 
nterstate and Foreign Commerce, I concluded that the expenses 
specifically assignable to any individual community were typically 
very small and in the great majority, if not all, cases would be fully 
covered by the revenues specifically assignable to such individual 
stations. 

This is merely another way of saying that the abandonment of an 
individual station, all other things being equal, will typically not 
result. in any appreciable improvement in an airline’s financial situa- 
tion. Appreciable cost curtailments begin to occur when a schedule 
is abandoned. These reductions are even more significant when an 
entire route or route segment is subtracted. I have used the phrase 
“specifically assignable to any community” to designate costs or 
revenues that would disappear if the particular community were not 
served. This is obviously the only relevant sense if we are seeking to 
find the extent to which a given station or route in itself contributes 
to the over-all profitability of an airline as a whole. The use of a less 
precise definition in this type of calculation would produce embarrass- 
ingly unrealistic results. 

For example, let us suppose that overhead costs were allocated to 
individual communities on a uniform utilization basis, and the costs 
assigned in this manner to community X were found to be $15,000, of 
which $5,000 represented avoidable cost. Suppose further that the 
revenues resulting from the availability of community X amounted to 
$8,500. The proposition is then put up to Congress: either pay 
$6,500, which is the difference between $15,000 and $8,500, or prepare 
for the abandonment of service to community X. Congress refuses 
to appropriate the $6,500; service to community X is abandoned; 
and instead of being relieved of a burden the airline is $3,500 poorer 
than before—$3,500 being the difference between the revenues gen- 
erated by community X and the costs that are no longer incurred 
when it is abandoned. 

The superiority of the route-by-route approach over the community 
approach in analyzing the strength or weakness of the geographical! 
components of the airline system appears to be evident, whether com- 
pensatory mail rates are determined on a route basis or on a system 
basis. However, it is quite obvious that no such analysis can be made 
in advance of the determination on some basis of a compensatory mail 
rate. The separation of airline mail pay from subsidy is a necessary 
preliminary, rather than an adjunct or follow-up, to such a geographical 
analysis. 

I believe that the application of the principles that I have tried to 
embody in this bill would result in air-mail rates that would represent 
as well as is humanly possible the legitimate payments justified on the 
basis of postal considerations. The just claims of the carriers that 
their service be not valued at an arbitrarily low rate for the sake of a 


Procrustean formula would be satisfied. At the same time, there 
would be avoided the unpredictable consequences of consigning the 


separation problem to a group of lawyers with a bare admonition to be 
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reasonable, and the Post Office Department would be relieved of its 
obligation to support any service whose cost to the Department over- 
balances its contribution to the quality of the postal service. 

There is no doubt much room for improvement in the bill as it stands. 
However, I hope that it will receive the serious consideration that it 
deserves because of the principles on which it is based. 

I should now like to comment briefly on the proposed principles of 
mail rate making in S. 1657 and S. 436, and on the proposal in the 
former bill that petitions for subsidy be made in the form of itemized 
bills for services to particular communities. 

In general, I regard the mail rate making rules as objectionable 
because they ‘do not insure a true separation of subsidy from payments 
which the Post Office Department would be justified in making if it 
were under no obligation to support air transport companies certifi- 
cated to carry the mails; that is, those payments that would be just 
sufficient to attain the service required by the Department without 
imposing an undue burden on the commercial traffic. 

It is my understanding that S. 436, despite the contrary impression 
that might be gained from reading the text of the bill, is intended to 
embody a rigid fully distributed cost rule of rate making, and that in 
the legislative history of the bill this intent is made clear. I have 
already stated my opinion on this rate standard in discussing the 
qualifications to it that I believe are necessary and that I have em- 
bodied in S. 1756. 

As for the rate set in S. 1657, Mr. Stuart Tipton has very ably 
stated the general objections to statutory rate making, with which I 
concur. In brief, statutory rates are inflexible, likely to be influenced 
by political considerations and inexpertly determined. 

In addition, there seems to be no particular reason why a proper 
mail rate should result from ‘ ing one of the commercial rates and 
subtracting some quantity derived from passenger service costs. 
The only substantial argument that I have seen brought forward in 
favor of such a rate is the following: That a buying public which 
supplies a large proportion of airline traffic is paying for air traffic at 
present passenger fares. This statement is certainly true; however, 
it seems basically irrelevant. If it is assumed that the value of the 
basic transport service to the passenger is at least equal to the fare 
he pays, minus certain extras, the relevance of this assumed minimum 
value to the proper mail rate level remains to be demonstrated. If 
the stripped-down passenger fare should happen to be equal to the 
transportation costs attributable to each passenger under an equitable 
cost allocation procedure, the resulting mail rate might be a reasonable 
approximation of fully distributed cost mail rate. If it were, it 
would be open to the same objections as the Jatter type of rate. 

As for the determinatior of a mail rate for international air transport 
at 80 percent of the postal revenue, again I can find no particular 
justification for sucn a rate. The specific objections to relating the 
compensatory mail rate directly to postal revenues have been ably 
stated in the Report of the Board of Investigation and Research on 
Public Aids to Domestic Transportation, House Document 159, 1944, 
which I have here, pages 440-441: 

It would be incorrect to measure the public aid to earriers in terms of the re- 
lationship between air-mail revenues and total expenses of the Department 
involved in air-mail service. Such calculations serve a useful purpose in showing 
the extent to which air-mail service has been self-supporting, but they do not 
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indicate whether or not there has been public aid or subsidy to the carriers which 
transport the mail. 

There is no such relationship between air-mail revenues and payments to 
carriers as is implied by this identification of subsidy. The carriers have no 
responsibility for, or right to, the revenues derived from air mail by the Post 
Office Department, for these revenues depend upon publie policy with respect to 
postage rates which are charged users of the service, and the Government cannot 
be regarded merely as an intermediary between users and carriers. 


It is here noted that this same view is taken by the Federal Co- 
ordinator of Transportation in his report on public aids, and in Mr. 
Spencer’s book Air Mail Payment in the Government, and by Prof. D. 
Philip baa klin in his Economics of Transportation, edition of 1938. 


According to this concept, air-mail revenues might become so great that, if 
paid entirely to the airlines except for handling costs, exorbitant profits to the 
carriers would result, and yet there would be no public aid or subsidy. On the 
other hand, if the Government, for reasons of public policy, were to adopt a very 
low rate of air-mail postage, with the result that air-mail revenues were far less 
than the payments required to compensate fairly the carriers for costs incurred 
by them in transporting the mail, it would obviously be improper to refer to the 
governmental losses as publie aid to the carriers. In the latter event, the subsidy 
would be to users of the air-mail service, not to the carriers 


These objections apply in part to the proposed permanent ceiling 
for foreign-mail payments in S. 1657. Similarly, the objections to 
relating the mail rate to the passenger rate apply to the proposed 
permanent ceiling for domestic mail rates. 

As to the proposed breakdown by community of carrier requests for 
subsidy, I should first of all like to quote the penetrating comment of 
Dr. D. Philip Locklin, professor of economics at the University of 
Illinois, who is the only transportation economist that I know of 
besides myself who has commented at any length on this proposal: 


A question that might well be asked concerning community identification of 
subsidy needs is whether it is worth all the trouble. Just why is it important 
that a subsidy, if one is needed, should be allocated to communities served? 
We have already suggested that it might be of some advantage to know what 
airline operations are the most unprofitable, but there are other ways by which 
management or the Civil Aeronautics Board could determine what services are 
profitable and what are unprofitable. It certainly does not require a radically 
different method of air-mail payments to bring these facts into the open. 

Although we have also suggested that it might be desirable to let communities 
know that they are obtaining airline service that is not self-supporting, the al- 
location of subsidy needs to communities raises the question whether the com- 
munities themselves should pay the subsidies, or at least a part of them. Per- 
haps they should, but if, on the other hand, subsidies are paid to airlines for 
national-defense purposes, or to promote commerce, or to provide adequate 
postal service, all Federal responsibilities, then it would seem that the subsidies 
might appropriately be paid by the Federal Government as they have been in 
the past. If so, there seems to be little point in allocating the subsidy needs of 
the airlines to particular communities. 

In conclusion, it appears that the community identification of airline subsidy 
needs, if practicable, has certain advantages, but that the importance of identify- 
ing subsidy needs with the unprofitableness of services at particular points is 
perhaps overemphasized, and may in fact lead to unwarranted conclusions con- 
cerning the desirability of abandoning airline service at particular points, and by 
emphasizing local benefits derived from air transportation service, may divert 
attention from the larger national ends which are the main justification for 
Government expenditures in aid of this form of transport. (This quotation has 
been taken from the Spring 1951 issue of the Northwestern University’s quarterly 
Journal of Air Law and Commerce.) 


My own specific objections to this proposal are based as much on 
its implications for the future of the control of the airline industry 
as they are on its implications for the general objectives of airline 
support. In brief, this proposal seems to me objectionable because, 
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first, it is in effect a declaration of a new fundamental policy toward 
commercial air transport without proper consideration by Congress. 
The adoption of the community-allocation form for subsidy requests 
implies, as Dr. Locklin has recognized, that the accepted purpose of 
Federal support of the mail carriers is the provision of nonpaying, 
uneconomic airline service to favored localities at the expense of the 
taxpayer. 

This objective has never been approved or even considered by the 
Congress. In this connection I should like to cite the following 
statement in an article written by CAB member Harold A. Jones, in 
collaboration with Frederick Davis, in a recent issue of the North- 
western University’s Journal of Air Law and Commerce: 

If we are drifting into a long-term policy whereby through Government support 
air transportation is to be permanently furnished to the user below cost purely 
as a public service, then the taxpayers of the country should be clearly informed 
to the end that they may determine whether the benefit is worth the expenditure 
involved. It should not be just allowed to happen asa result of * * * govern- 
ment experimentaton. 

Secondly, the provision of nonpaying service to small towns does 
not seem to me—and I believe will not seem to anyone who seriously 
considers it in the light of alternative ways of spending Federal money, 
the inflationary danger, and the present enormous tax burden—to be 
a legitimate Government activity. 

Thirdly, this proposal will in all probability render our domestic 
airlines permanently dependent upon public support. If the com- 
mittee had deliberately set out to devise a method of perpetuating 
and extending the present program of “need” rate subsidization it 
could not have done better than to propose that petitions for subsidy 
and requests for appropriations be put in the practically unbeatable 
form of itemized community lists. 

Once it has been officially accepted that the policy of the United 
States is to accommodate with air transportation the citizens of small 
communities and that the funds for such service are specifically 
appropriated by Congress, it is virtually inevitable that every town 
will claim via its Congressman to be served at the expense of the tax- 
payer. 

The results of a perpetuation and expansion of cost-plus subsidy 
can be predicted in the light of past events. Because under this type 
of subsidy the Federal Government is a residual guarantor who must 
make up whatever losses the airlines incur, there inevitably develops 
under such a regime a demand for the power of the Government over 
airline decisions to expand. In connection with the losses incurred 
in the postwar airline slump we have heard demands for power to 
revoke certificates on grounds hitherto unacceptable, for power to 
dissect an airline and parcel it out to its competitors, and so forth. 

More recently, the then chairman of the Civil Aeronautics Board 
asked for a veto power over managerial decisions as to types of air- 
line equipment, and for the power to require an airline to initiate 
new services. These are unprecedented powers, and so far these 
demands have not been granted. 

However, since logic and justice support the contention of the 
regulators that power be coincident and commensurate with respon- 
sibility, it is reasonable to anticipate that these demands will not 
forever go unheeded. 
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That is all that I have. 

The CuarrmMan. Mr. Williams, do you have any questions? 

Mr. WiuuraMs. No, sir. 

The CHarrmMan. You have given this matter a great deal of study, 
and we appreciate having your views. We appreciate having your 
authorship of Senate bill 1756. 

Mrs. Keyes. Thank you very much for introducing it. 

The CHarrMAN. We are glad to have it before us. Out of friction 
of minds comes wisdom. ‘That is the object of this hearing, to hear 
from everybody and to get their views. 

We are very glad to have your views. 

Mr. Keyes. Thank you very much for letting me come. 

The CuarrMan. The hearing will resume tomorrow morning at 
10 o’clock, when Mr. Curtis Barkes, vice president, finance and 
property, United Air Lines; Mr. J. H. Carmichael, president, Capital 
Airlines; and Mr. Eliot Bredhoff, counsel, CIO, will testify. 

(Whereupon, at 3:10 p. m., the hearing was adjourned, to recon- 
vene at 10 o’clock, July 12, 1951.) 
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THURSDAY, JULY 12, 1951 


Unitep States SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
Committee Room, G-—16, United States Capitol, Senator Edwin C. 
Johnson (chairman) presiding. 

Present: Senator Johnson of Colorado and Edward C. Sweeney, 
professional staff member. 

The CuarrmMan. The hearing will please come to order. 

Curtis, Barkes, vice president, finance and property, United Air 
Lines, Inc., is our first witness. 

You may proceed, Mr. Barkes. 


STATEMENT OF CURTIS BARKES, VICE PRESIDENT, FINANCE AND 
PROPERTY, UNITED AIR LINES 


Mr. Barkes. Mr. Chairman and gentlemen of the committee, my 
name is Curtis Barkes. I am vice president, finance and property, 
of United Air Lines, Inc., and I am appearing here to present the 
views of my company on the legislation pending before this com- 
mittee on the subject of separating subsidy from air-mail pay. We 
are appreciative of this opportunity to state our views on this im- 
portant question. 

Mr. Chairman, I| should like to say, that Mr. Patterson is disap- 
pointed because he is unable to be here this morning. He is involved 
in some rather important or extremely important questions with respect 
to United Air Lines. 

I am disappointed, also, that he can not be here because he could 
do a much better job than I can. 

The CHarrMaN. Well, we can understand the reasons for Mr. Pat- 
terson not being here and, while we might not agree with you in your 
own appraisal of your presentation, we do know that Mr. Patterson 
always makes an interesting witness. He has a very keen mind and a 
very straightforward approach to problems. 

We feel that it is a great loss to this hearing that Mr. Patterson 
could not appear in person, but we can understand the reasons why 
he could not. 

Will you please proceed. 

Mr. Barxkes. Thank you, sir. 

I have a prepared statement that I would like to submit for the 
record and will submit for the record, and I would like to read from 
that rather freely as I go along and then perhaps elaborate on some of 
the points, if that is satisfactory. 
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The CuarrmMan. That will be all right. Since there is no objection, 
the statement as prepared will be made part of the record, and you 
may go ahead and emphasize portions of it and discuss portions of it. 
Proceed in your own way. 

Mr. Barxkes. Thank you. 

At the outset I should like to make it clear that United Air Lines 
supports the principle of subsidy separation and has supported it in 
the past. 

The public has a right to know what part of the compensation of 
air carriers is for transportation of air mail and what part is subsidy 
directed toward accomplishing the broad objectives of the national 
defense, commerce and the postal service. In our opinion, the direct 
identification of subsidy should provide an incentive for airline man- 
agement to increase its efforts to reduce and eventually eliminate 
subsidy need. One of the long range goals of United Air Lines has 
been the achievement of a status of self-sufficiency independent of 
any element of mail subsidy. 

United Air Lines is one of the carriers which would receive the base 
rate proposed in S. 1657 or the service rates set forth in the other 
bills before you. As such, it is of great importance to United that 
such a base rate be fixed at a level which is proper for the service per- 
formed. The subsidized carrier will not be greatly injured by too 
low a base rate, since any deficiency will presumably be made up in 
the amount of subsidy received, and the subsidy will merely be some- 
what overstated. The unsubsidized carrier, such as United, how ever, 
will receive no such supplemental payment and is discriminated 
against if the base rate does not provide a fair price for the service 
rendered. Indeed, too low a rate could even be confiscatory. 

Before discussing specific questions raised by this proposed legisla- 
tion it is appropriate to briefly review the real progress made by 
United Air Lines and the air-transport industry, and to discuss the 
situation of the industry today. 

The growth of air transportation, the gains in quality and de- 
pendability of service and the contribution of the mdustry to the 
Nation’s welfare are so well recognized they need little discussion. 

This progress has been achieved within the personal experience of 
most of us here today. We have watched air transportation move 
forward from operation of the single-engine biplanes of the mid- 
twenties to the long range transcontinental and overseas operations 
of 1951. We all agree that the air transportation industry has be- 
come ever more important to the national defense, both in its service 
to our national economy and in movement of military personnel and 
cargoes. The speed of air mail service is vital to the commerce of 
the Nation and would be the last thing eliminated in an emergency. 

Along with these gains and contributions, United Air Lines and the 
industry have achieved substantial reductions in the cost of air 
service to its users; the Government, the passenger, and the shipper. 
These reductions have been made in the face of sharply higher prices 
for nearly everything the airlines must buy and in spite of an increase 
in the average wage amounting to 75 percent since 1940 for United. 
This gain to the user of air service is best emphasized by comparing the 
rise in the cost of living with United’s steadily lower return from 
passenger and mail rates during the period from 1929 to 1950. As 
against a 39.7-percent increase in the cost of living, cost to the airline 
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passenger per mile flown dropped 30.3 percent and cost to Government 
per mail ton-mile carried was reduced by 85.3 percent. This is shown 
in graphic form in exhibit 1 attached to this statement. 

Substantial progress toward the achievement of self-sufficiency by 
United is reflected in the history of mail pay received over the past 
two decades. 

Exhibit 2 shows in tabular form the amount of sail pay received, 
the ton-miles of mail carried and the rate per ton-mile for the fiscal 
years 1931 through 1951. The reduction in cost to Government from 
$4.23 in the fiscal year 1931 to the 54 cents for 1951 is unique among 
services purchased by Government. 

A major factor in the ability of United and other carriers to reduce 
the cost of mail service to the Government has been the growth in the 
volume of passenger business, a gain in volume responsible in large 
measure for the reduction in over-all ton-mile cost to the carrier. 

In 1929, passenger traffic contributed 2 percent of United’s domestic 
operating revenues. In 1950 passenger business had increased to 
81 percent of the total of domestic operating revenues and 74 percent 
of domestic revenue ton-miles. Exhibit 3 shows this changing rela- 
tionship between passenger and mail traffic from 1929 to 1950. 

This legislation which you gentlemen are considering is extremely 
important to the welfare of the industry and a proper amendment to 
the Civil Aeronautics Act of 1938 will contribute substantially to the 
financial well-being of the airlines. 

Chairman Nyrop, in his testimony before you, stated that ‘histori- 
cally, the stock held in airline companies has not been known for high 
or regular dividends.” 

That reputation is one of the problems confronting the industry 
today, and is an important reason why the airlines should be allowed 
a service mail rate fairly priced in relation to the value of the service 
performed. No exact estimate can be made as to when the next major 
reequipping program of the airlines will take place. 

Much depends on progress made in developing a suitable jet 
transport for operational use. Whenever such a transport is avail- 
able, and at intervals after that as further technological improve- 
ments are made, large amounts of new capital will be required. 
One thing we can be sure of, it will be a costly program. Recently 
we made a careful estimate of how much it might take to replace 
United’s operating property and equipment at today’s prices. 

United has $106,000,000 invested in property and equipment today 
and our study showed that it would take $47,000,000 more today 
than was actually paid at the time of ac quisition, an increase of 
44 percent, and most of United’s present equipment has been acquired 
since the end of World War II. 

That increase in replacement cost would not provide anything 
better or more efficient than what we have today. 

The ability of the carriers to obtain needed new capital will depend 
to a large extent on whether the investing public will have an improved 
picture over that referred to by C hairman Nyrop as an inducement 
to finance that growth of this industry. Allowance for an adequate 
service mail rate will do much to improve the investor confidence. 

It is our belief that this legislation should not provide specific rates. 

One of the important issues is the question of whether Congress 
should set specific service rates in any subsidy separation legislation 
which it may enact. 
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Senate bill 1657 calls for a base rate of 42 cents per ton-mile of mail 
carried ; with rates for regional or secondary air carriers at 150 percent 
of that figure, and rates for local service or feeder air carriers at 200 
percent of the base rate. 

The basic rate of 42 cents per ton-mile stated in S. 1657 is too low 
and should not be placed in effect. Such a rate does not provide 
adequate compensation for the service performed. The requirement 
that the base rate contained in the bill be in effect until July 1, 1955, 
and may only be revised at 3-year intervals thereafter is unduly rigid 
and inflexible and would not permit corrective action to meet changing 
economic conditions. It is United’s position that such specific rates 
should not be written into any statute enacted, but that Congress 
should set forth the principles to be followed and leave the actual set- 
ting of a rate to the Civil Aeronautics Board. 

The service rate should be equivalent to first-class passenger fares. 
It has been stated that “‘the problem of subsidy separation is the 
problem of determining a fair price for the service performed.” 

Our proposed solution to that problem, as the best available at the 
present time, is that Congress adopt the principle of setting the service 
mail rate at the level of first-class passenger rates after adjustment to 
reflect round trips and other promotional discounts, but excluding 
adjustment for coach service. 

In adjusting the first-class passenger rate level for the purpose of 
fixing a service mail rate, no adjustment should be made to reflect 
the effect of coach fares. 

Coach operations are experimental and may be temporary in nature. 

I should like to depart from the written statement here to say that, 
for example, the 50-passenger DC-—6 airplane which has 5,500 pounds 
of cargo space, is converted into an 80-passenger coach plane, and 
you have to have about that number of seats if you are going to 
operate a trip at the lower coach rate. 

Now, if you convert that plane to 80 passengers, you reduce the 
cargo capacity from 5,500 pounds to 700 pounds, and so, obviously, 
if all of your service was performed on a coach-type basis, there would 
not be sufficient space to handle the mail. 

Also, coach operations are not applicable to all communities, being 
essentially a selective service and there again I would like to point 
out that there are only 33 communities in the United States that are 
receiving coach service by the scheduled airlines now, out of some 560 
communities that receive standard airline service, and if all equipment 
were devoted to coach service there would not be adequate space for 
mail loads. 

The CuarrMaNn. The coach service that is being rendered in the 
certificated-line territory and by others is a profit-to-the-industry 
service, is it not; it is not being done at a loss? 

Mr. Barkers. Only under certain circumstances, Senator, and, as 
I pointed out, if your DC-—6 airplanes were all put into coach service, 
then you cut down your cargo capacity to the point where it would 
be impossible to handle the mail because you reduced your cargo 
capacity from 5,500 pounds to 700 pounds. 

The CHatrMAN. I do not follow you at all in that. I think that 
the designers could work out the problem and find a spot some place 
on that plane to throw a bag of mail into. 

I just do not follow your argument all. If the mail will give you 
the same revenue per pound that passengers will pay you per pound, 
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why can you not find a place on there. for it? It is a mechanical 
problem, the way you present it. 

Mr. Bares. W ell, it may be that airplanes in the future can be 
designed to meet that problem, but I am talking about the equip- 
ment that is available now. 

To operate a DC-6 airplane in coach service, you have to have 
such an increased load of passengers in the lower coach rate that you 
cannot, in a great number of instances, accommodate the mail. 

The CHarrman. Y es, but the revenue from the mail is the same as 
the passenger revenue. The mail revenue is not presumed below the 
passenger revenue in pounds. 

Mr. Barxegs. Well, the airline would have to operate additional 
planes to carry the mail because there would not be room in the air- 
plane. 

The Cuarrman. I do not understand what you are driving at, but 
go ahead. Maybe it is my fault. 

Mr. Barkes. The coach rate does not serve the same promotional 
function as discounts from first class fare levels for round trip or family 
plan travel. Since the function of these discounts is to promote first- 
class travel, they are properly a part of the first class rate level and 
appropriate adjustment may be made for their effect in setting a 
related service mail rate. 

The use of first-class passenger rates will provide -the best measure 
obtainable of the value of service element in the fixing of air mail com- 
pensation, and will recognize the special service and priority given to 
the air mail by the carrier. Mail rates determined under this principle 
could be set individually for each carrier, based on that carrier’s pas- 
senger yield, or could be set by appropriate groupings to be deter- 
mined by the Board. 

Passenger rates represent the selling price of air transportation’s 
principal revenue source. 

Domestic passenger traffic accounted for 78 percent of the domestic 
revenue ton-miles carried by the air transport industry in 1950. 
Domestic passenger revenues for the industry totaled 80 percent of 
all domestic operating revenues for the group in 1950. For the Big 
Four, the figure was 77 percent and for all 16 trunk lines 82 percent. 
From these figures it is clear that the yield from the entire rate struc- 
ture of the industry is determined to a major extent by the pricing 
of the passenger service. 

The Civil Aeronautics Board has been subject to considerable criti- 
cism for its long delay in establishing permanent mail rates for the 
Big Four airlines, and in attempting to establish service rates to be 
used as a basis of the separation of the subsidy portion of total mail 
pay. In our opinion, this long delay has been due to the fact that 
the Board has been attempting to solve the problem by means of the 
cost appreach—an impossible task. And we think, Senator, that you 
were sound in not putting it into your bill, S. 1657. 

Under these circumstances it is not surprising that the Board has 
encountered difficulty, and has spent a great deal of time on its efforts. 
The cost of carrying air mail simply cannot be separately determined 
as distinguished from the costs of carrying passengers, freight, and 
express jn joint service. 

The base service rate for carrying air mail should not be based on, 
or determined by, a computation of costs such as was made by the 
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Civil Aeronautics Board’s staff in the Big Four Mail Rate case, or 
as made by any other method of cost allocation. Air mail, passengers, 
express and freight are transported in a joint service operation and 
approximately 80 percent of the resulting cost is commonly incurred 
for the common benefit of all types of services. An allocation of 
common costs between the several ty pes of services can result in only 
a hypothetical cost for each type of service, and hypothetical costs do 
not provide a proper or reasonable base for the fixing of rates. 

Furthermore, the arbitrary selection of different bases or theories 
of cost allocation which may seemingly be equally reasonable can pro- 
duce a whole array of hypothetical cost levels. For example, in the 
current Big Four Mail Rate case, a variety of determinations of the 
cost of carrying mail were presented, ranging from $0.48 to $1 per 
ton-mile, each based on a different method of cost allocation with 
some element of apparent validity. Such a range would hardly be 
considered a stable or reliable guide upon which to base a rate. 

The premise that the cost of individual products cannot be ascer- 
tained when these products are simultaneously produced under 
conditions where a large proportion of the costs are commonly in- 
curred, is not a new or novel concept. This is a well known fact that 
has been, and is, recognized by established authorities in the fields 
of economics, cost accounting, and management. This principle has 
been recognized and accepted by regulatory agencies and by the 
courts in connection with rate determination and the establishment 
of selling prices. 

The Civil Aeronautics Board, in various mail-rate proceedings 
heretofore decided by it, has also recognized the correctness of this 
position. In Eastern Air Lines Mail Rates (3 C. A. B. 733), the Board 
stated (page 760): 

It should be clear from what has been said that the fair and reasonable rate for 
the respondent’s mail operation cannot be a mathematical conclusion representing 
solely the cost of performing the mail service under the allocation method here 
used, but must represent instead a judgment arrived at through a consideration 
of cost and the other factors which we have presented, some of which are not 
susceptible to mathematical evaluation. 

In the very first Air Mail case decided by it under the Air Mail Act 
of 1934, the Interstate Commerce Commission made this statement in 
206 I. C. C. 675. Speaking about air mail compensation, the full 
Commission said: 

Determination of the reasonableness of rates is not a matter of mathematical 
computation, but involves the exercise of an informed judgment. 

The transportation of mail by United is a joint function performed 
in conjunction with the furnishing of other airline services. ‘The major 
part of the expenses incurred for the mail service are joint costs. No 
method of cost allocation has yet been devised, either by the Board’s 
staff or, insofar as United knows , by anyone else which can accurately 
measure the cost of providing each type of airline service. All cost 
allocations are inherently unsound for rate-making purposes because 
of necessity they must be arbitrary. 

When the air carriers were under the jurisdiction of the Post Office 
Department, its accountants tried and failed to produce a satis- 
factory solution to this problem. Similarly, the Interstate Commerce 
Commission which had jurisdiction of air-mail carriers from 1934 to 
1938 tried and failed to develop an adequate cost formula. The 
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Civil Aeronautics Board has been laboring with allocation problems 
and has been hunting in vain for a mathematical formula to be used 
in determining mail compensation ever since the Board came into 
existence in 1938. In the statement of the Civil Aeronautics Board 
before the President’s Air Policy Commission, rendered on October 
27, 1947, the Board stated: 


A service rate must take into consideration, among other things, cost and in- 
vestment allocations to the mail service. Cost allocation at best is a hazardous 
calculation. When an industry is changing as much as air transportation, the 
uncertainties of allocation are so great that the calculation of a service rate sep- 
arate from a need rate under a rigid statutory mandate would have no accurate 
basis of computation. The proposal would place on the Board an added adminis- 
trative burden only to obtain a questionable result. The Board’s energies would 
better be devoted to computing the amount of mail pay necessary to achieve the 
broad statutory objectives of the Civil Aeronautics act (p. 90). 

Although since the date of the Board’s statement to the President’s 
Air Policy Commission, the Board has changed its position with 
respect to the desirability of ascertaining the subsidy element of 
air-mail compensation, there is no reason to believe that any basis 
exists for modification of the Board’s conclusion concerning the 
accuracy of any attempt to determine the cost of carrying the mail. 

More recently, the accounting firm of Ernst & Ernst, in a ‘pilot 
study” into the question of the separation of subsidy from service mail 
pay, concluded that ‘a specific cost separation between those ap- 
plicable to transportation of mail and other services is impracticable.”’ 
The Supreme Court of the United States in 334 U. S. 624 quoted the 
following statements from a text book on packing-house accounting: 

The problem is one of joint cost in a business which produces no single major 

product with the result that no accountant has thus far been able to devise a 
method yielding byproduct or joint-cost figures which does not embody a domi- 
nance of arbitrariness and guesswork. 
In the exhibits presented in the Big Four mail-rate proceeding, the 
Board’s staff has undertaken to do what those who have carefully 
studied the problem for many years say cannot be done with sufficient 
accuracy for use in the fixing of rates. 

In the current Big Four “mail-rate hearing there was an abundance 
of testimony by experts to the effect that the separate costs of jointly 
produced products having a large proportion of common costs cannot 
be ascertained, and that. under such circumstances any attempt at 
cost allocation results only in a hypothetical cost entirely unsuitable 
for rate-making purposes. In that case, Prof. Herbert F. Taggart, 
professor of accounting and assistant dean, School of Business Ad- 
ministration, University of Michigan, and with wide experience in the 
field of accounting and cost accounting in business and government 
stated on page 499 of the record: 

My conclusion is that the method proposed (by the Board’s staff) for allocating 
costs between passenger and mail service is misleading and fallacious; further, that 
there is no objective basis for making such an allocation * * *. My reason 
for saving this is that the airline transportation industry is a joint-product indus- 
try, and it is an accepted accounting principle that the costs of individual products 
or services in a joint-product industry cannot be objectively determined. 

Similar views were supported by other expert witnesses such as Mr. 
George W. Chane, of Ernst & Ernst, and Professor Cunningham, of 

a ? 
Harvard. 

It would appear that Chairman Nyrop, of the Civil Aeronautics 
Board, also concurs with the views expressed above relating to the 
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impracticability of allocating commonly incurred costs, for on page 
21 of his statement before this committee on June 27, 1951, he stated: 

For example, the separation in the carrier accounts of revenues and costs by types 
of service performed on combination aircraft would itself be a tremendous burden 
ane one which has not been accomplished in other forms of regulated transporta- 

10n. 

In apparent contradiction to himself, Mr Nyrop, on page 16 of his 
same statement, also said before this committee: 

* %* * the Board believes that the basic standard for fixing a service rate 
should be one which will provide reasonable compensation to the carrier, that is, 
it should be based on the cost of carrying the mail which includes a fair return on 
investment. : 

For the first time since the passage of the Civil Aeronautics Act, the Board’s 
staff in the Big Four mail-rate proceeding has developed a comprehensive and 
fully integrated determination of the cost of the mail service for this group of 
carriers. A 
This assertion cannot be let go unchallenged. The Board’s staff 
cannot have determined something that is incapable of being deter- 
mined, no matter how comprehensive and fully integrated be their 
calculations and allocations. 

Apart from the unsoundness of the basic premise relied on by the 
Board’s staff, that the cost of the mail service can be determined, the 
method developed by the Board’s staff for determining the hypo- 
thetical cost of the mail service, as outlined in Mr. Nyrop’s testimony, 
is unsound for many additional reasons. 

1. The Board’s method assumes in error that the Big Four are 
comparable for purposes of cost determination. I would like to 
amplify this point later. 

2. The method bases disallowances and adjustments in reported 
revenues, costs, and investment on the arbitrary after-the-fact judg- 
ment of the Board’s staff, persons who were not intimately or directly 
familiar with the problems and facts that were known to management 
at the time management had to make its decisions. The honesty, 
economy, and efficiency of management cannot be properly measured 
on the basis of hindsight. 

3. The Board’s method is based on a grouping of costs which is 
not practical on the basis of the accounting records and methods that 
were used. 

4. The methods of allocation used by the Board do not provide 
adequate recognition in the hypothetical mail costs of the stand-by 
space that must be provided to accommodate widely fluctuating mail 
loads. 

5. No provision is made for the recognition of sales, promotion, 
and advertising costs, either directly for the promotion of air mail or 
for the purpose of increasing the volume of the nonmail traffic, which 
which in turn reduces total unit cost. 

6. The Board’s method of allocation makes use of a series of cost 
apportionments and allocations based upon allocations, resulting in 
the compounding of assumptions. 

7. The method of allocation used by the Board’s staff has the effect 
of charging the passenger service with the cost of the unused mail and 
cargo space in the cargo compartments. Passengers cannot be 
accommodated in the cargo space. 

8. And, lastly, after all of their comprehensive and fully integrated 
calculations and allocations, the Board’s staff has only determined a 
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hypothetical cost of carrying mail, not realistically related to the 
iacts of actual operation with respect to any one of the Big Four. 

I would like to amplify my comment on several of the foregoing 
points having to do with the Board’s assumption that the Big Four 
are comparable for the purpose of determining the cost of carrying 
the mail; and the methods used by the Board in attempting to sepa- 
rate joint costs in its determination. 

Basic to any determination of the cost of carrying mail as deter- 
mined by the Board’s staff is the necessity for demcenstrating that 
the carriers are sufficiently comparable in all respects to justify the 
finding that their costs should be identical. ; 

The Board’s staff did not establish this fundamental premise. 
There is no reason why their costs should be identical. Moreover, 
no valid comparison of expenses for the Big Four is possible because 
of the differences in their organization and in their accounting treat- 
ment of various expense items. 

The Board’s staff has assumed that the Big Four are comparable 
in all respects and should have identical unit operating costs. As 
long as companies are managed by men and not by robots, there are 
bound to be differences in experienced costs. There is no one way 
in which to manage a company. 

If there were only one way, only one way to do things, then why 
have competition? 

One management may take a long-range viewpoint toward its 
operations while another company may be governed by short-range 
considerations. 

Different cost patterns will necessarily result, and yet who is there 
to say at the time such action is taken that one management is right 
and the other uneconomical and inefficient? 

Some of the advantages of competition acknowledged by the Board 
lie in these very differences. There is no statistical approach to costs 
which can account for these differences in management. The theory 
that dollars and cents per unit of output is a complete measure of 
efficiency has a basic fault. Such a measure ignores the fact that the 
expenditure of funds is based upon the particular problem to be 
solved. 

If the problem is one of major proportions, the expenditures 
required to meet it may be substantial. However, although the 
amount spent may be large, it may be expended in a completely 
efficient manner. An airline in the face of fast and convenient rail 
competition may be required to spend much greater amounts for 
advertising and publicity to develop any appreciable amount of air 
travel than an air carrier with weaker competition. Such greater 
expense does not reflect inefficient management. ‘There is no indica- 
tion in any of the exhibits prepared by the Board’s staff that an 
attempt has been made to evaluate the reasons for variations in 
management policy which may exist in the operation of various air 
carriers or the problems confronting management which may affect 
any particular expenditure or any particular cost level. 

Once again, the statistical approach of the Board’s staff to the cost 
of the Big Four carriers constitutes simply recourse to the philosophy 
of hindsight. No sounder philosophy exists than that expounded by 
the Supreme Court in the U.S. v. Bell Telephone Company, (167 U.S. 
224), where the court said at page 261,°* * * A wisdom born after 
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the event is the cheapest of all wisdom. Anybody could have dis- 
covered America after 1492.” 

The Board’s efforts to allocate costs to the mail service are based, for 
the most part, upon the revenue ton-miles performed in each form 
of service. The inaccuracy of this method of allocation has long 
been recognized. 

The Board itself, in various cases, has pointed out the inadequacy 
of this allocation device. The defects of the revenue ton-mile method 
of allocation have also been emphasized in the preliminary Ernst & 
Ernst report submitted to this committee. 

Under this approach, used by the Board’s staff, the capacity of the 
aircraft is so divided that part of the unused capacity of the cargo 
compartments is charged to the passenger service. 

This is clearly unrealistic. Passengers cannot be loaded in the 
cargo space although the mail can be and is carried in the passenger 
compartment. 

United submits that if any allocation of costs between full-fare 
passenger and mail services is to be made, all of the cargo space, 
exclusive of that required for baggage, should be assigned to the pas- 
senger service. This gives recognition to the fundamental fact that 
the air plane has been designed with certain space for the use of passen- 
gers and certain space for the use of mail. 

The use of the principle of basing service mail rates on the level of 
passenger fares has a number of advantages. First, setting of such a 
standard in any statute to be enacted would permit delegation of exact 
rate determination to the Civil Aeronautics Board which would have 
the ability to set rates within the framework of this statutory prin- 
ciple. The function of administration of the service mail-rate struc- 
ture would rest with a specialized administrative agency also charged 
with the administration of subsidy payments. The Board would be 
free to adjust the base-rate level as changes were made in the passenger- 
fare level, and would be able to establish whatever classes or groupings 
of carriers to be required by differing passenger-yield levels. 

Experience indicates the need for stability in a service or base mail 
rate. Relating such a rate to the first-class passenger-fare level will 
provide that stability but will also permit adjustment to meet chang- 
ing economic conditions. It is proper that passenger and mail traffic 
be considered alike when rate adjustments are necessary to meet such 
changed conditions. Just as it is not proper for one class of traffic 
to bear the entire burden of a rate increase, neither should one benefit 
at the expense of the other when a reduction is in order. The princi- 
ple of maintaining relationship between the two will both preserve 
equity and permit ; flexible adjustment from time to time. 

Second, a primary advantage of this proposal is the elimination of 
need for basing the service-mail rate on a cost-allocation approach, 
which is subject to all of the defects previously outlined. I am sure 
you recognized that when S. 1657 was drafted. 

Third, the use of the passenger-fare level as a base provides a 
realistic measure of value of service for fixing a service rate of mail 
pay. Value of service is that factor which determines what the con- 
sumer or user is willing to pay for a product or a service. It is the 
price which is determined by the forces of supply and demand, by the 
free competition of the market place. 


Val 
establ 


are ar 
Post. 
forces 
turn t 
of the 
mined 
applic 
type 
Tyi 
will bi 
witho' 
pensa 
The 
sengel 
Unite 
mile, 
time. 
Wh 
1945, 
of 4% 
Up 
1948, 
been 
rates 
It 1 
that 7 
unreal 
The f 
econo! 
servic 
costs 
provic 
in the 


1946__. 
1947. _- 
1948... 
1949. ... 
1950... ... 





It i 
cienth 
local ( 

It vy 
subsid 

lw 


ment 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Value of service considerations in the case of air mail cannot be 
established directly, since the natural forces of supply and demand 
are artificially restricted by the presence of only one customer, the 
Post Office Department. Since this restriction of normal economic 
forces prevents direct ascertainment of the value of service, we must 
turn to the passenger-rate level as a guide. Representing the price 
of the air transport industry’s principal revenue source, it is deter- 
mined to a large extent by the free play of economic forces. It is 
applicable to the mail service since the majority of mail uses same 
type and character of service as does the first-class passenger. 

Tying the service-mail rate to the first-class passenger-rate level 
will be an incentive to the carriers to provide adequate space for mail 
without concern for displacing passenger business and will help com- 
pensate for the priority given “the mail servic e. 

There is historical precedent for relating the mail rate to the pas- 
senger fare level. The first rate indentified as a service rate for 
United was established effective January 1, 1943, at 60 cents per ton- 
mile, which was the approximate level of the passenger rate at the 
time. 

When a 45-cent service rate for mail was fixed, effective January 1, 
1945, it was definitely related to a reduction in the passenger fare 
of 4% cents a mile. 

Upon establishment of sliding-scale mail rates, effective January 1, 
1948, passenger rates were at approximately the same level, having 
been increased in the meantime. The related movements of these 
rates is significant and offers precedent for the principle proposed. 

It may be argued that the existence of subsidy carriers indicates 
that passenger rates are not sufficiently high to meet costs and are 


unrealistic for those carriers as a base rate for mail compensation. 
The passenger rate structure of the Big Four carriers does bear an 
economic relationship to the domestic revenue ton-mile costs of those 
service rate airlines. An examination of domestic revenue ton-mile 
costs for the Big Four shows that the domestic passenger yield has 
provided a margin above domestic revenue ton-mile cost 
in the period 1946 through 1950. The relationship is as follows: 
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It is recognized that the level of passenger rates may not be suffi- 
ciently high to meet total revenue ton-mile costs of certain regional or 
local carriers. 

[It would appear that this deficiency is one appropriately met by 
subsidy pay. 

I would like to depart again at this point from the prepared state- 
ment to put into the record the fact that there have been some, or 
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there are some, who advance the proposal that the service mail rate 
should be related to air freight rate and if the proposal to tie the mail 
rate to the freight rate is valid for air, then it also should be valid for 
surface transportation and surface carriers receive more for mail 
than they do for freight, yet their rates are not considered to contain 
subsidy. 

The rails receive about 1% cents per ton-mile for freight but they 
receive substantially more for carrying mail and the same is true for 
vessels and boats. 

The CuarrmMan. Yes, but do the railroads carry the freight and the 
mail in the same car, the same transportation? 

Mr. Barkers. Probably they do in some instances. They have 
mixed trains in some cases. 

But the point I am making there is that there is a wide disparity 
between the average freight rate of the surface carrier and the mail 
rate of the freight carrier and it seems to me that is a valid point, in 
saying that there should be some difference between the freight rate 
of an airline and the mail rate of an airline. 

Now, for example, if you take the Post Office Department cost 
ascertainment, their latest one, which is subject of course to all the 
limitations that go along with a cost-ascertainment study, you find 
that they show that the railroads received for the fiscal year ending 
June 30, 1950, 25.4 cents per ton-mile for first-class mail. 

Now, since that time, the Interstate Commerce Commission has 
approved $312,000,000 back mail pay, back applicable to the year 
ending 

The CHarrRMAN. Would you say that again? 

Mr. Barkes. $312,000,000. 

The CHarrmMan. No, I mean the sentence before that. 

Mr. Barkegs. ‘‘—the revenue was 25 cents per ton-mile.”’ 

The CHAIRMAN. We were told yesterday that it was 8—I have 
forgotten the fraction. 

Mr. Barxes. Well, I am taking the report of the cost ascertainment 
which shows the number of pound-miles of first-class mail and then 
their computation of the amount of pay to the railroads for first-class 
mail. 

Those are the figures that I have submitted here. 

When you add to that 25 cents the retroactive pay that has been 
approved by the Interstate Commerce Commission, that brings that 
rate up to 38 cents per ton-mile for the rails. 

The CuarrMan. Then does the Post Office Ascertainment Report 
show that? 

Mr. Barxgs. No, sir. This retroactive payment that I am speak- 
ing of, Senator, has been since the ascertainment report. 

The CuarrMan. I understand that, but those are your calculations 
then. You boomed it up from 25 to 38. 

That is your own inflation. 

Mr. Barxes. Well, we know that the Interstate Commerce Com- 
mission have approved $312,000,000 on back mail pay. 

The CHarrMAN. Yes, but you do not know if for first-class mail, or 
second-class mail or four-class mail, do you? 

Mr. Barxes. That is for all mail. 

Now the portion of that applicable to first-class mail is what I am 
saying would increase that—the post office have estimated that of 
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this $312,000,000, 50 percent of the increase is applicable to the first- 
class mail. 

The Cuarrman. Do you believe that the first-class mail is 50 per- 
cent of all the mail hauled by railroads by weight? 

Mr. Barxes. Well, I am giving you this estimate of the Post 
Office Department. 

The CuarrMan. I understand. But you are mixing some of your 
own valuations with what the Post Office says. 

Mr. Barxes. Well, of their estimate of $312,000,000—this is what 
I am trying to clear up for you here—of that, the amount of that 
applicable to first-class mail will bring this ton-mile-cost that I have 
calculated here up to 38 cents. 

The CuarrMan. What is the date of that ascertainment report? 

Mr. Barxes. The one that I have used here is June 30, 1950. 

The further point that I Wanted to make, was that the railroads 
themselves agree that airline distances are 18.1 percent shorter than 
rail distances. So if you apply that factor to this 38 cents I am 
speaking about, you would come up with 45.5 cents per mile. 

The CuarrMan. Now when you are speaking of distances, I would 
like to know your measure, I think you should tell us what you are 
talking about. 

What do you mean by distances? Where are they being measured 
and how? 

Mr. Barkes. The airline distances between any two points com- 
pared with the railroad distances. 

The CHarrMan. Well, between any two points—between San 
Francisco and New York, is that the distance you are talking about? 

Mr. Barxes. That figure, Senator, is taken from a study of the 
Association of American Railroads which was made in 1944, and in 
that study the railroads themselves made that statement. 

I have not tried to determine how. 

The Cuarrman. What I am trying to find out is what you are talk- 
ing about when you are talking about distances. What distances? 

Mr. Barxes. Well, it would be the distance—— 

The CuHarrRMAN. Between two points, you say. 

Now, do you mean to say that an airplane distance is as the crow 
flies, straight from point to point, and that the railroads travel around 
the mountains, is that what vou are talking about? 

Mr. Barxgs. On the basis for which the airlines are paid for mail, 
on a ton-mile basis, it is. 

The CHarrMan. They are paid as the crow flies? 

Mr. Barkgs. Straight-line flight. 

The Caarrman. And the railroads are paid on the railroad track 
mileage. 

Mr. Barkes. That is right. 

The Cuarrman. And you say that taking the average the railroads 
travel 20 percent more than the airlines? 

Mr. Barxkes. That is right, according to the study of the Associa- 
tion of American Railroads which they made in 1944. 

As I said, all of this is subject to the limitations that are inherent 
in & cost ascertainment program, which I am aware of. 

The Cuarrman. All right. 

Now, I hope that you will submit to us the calculations so that we 
may analyze them, because otherwise, unless they are very carefully 
analyzed, they might give a distorted picture of rail pay. 
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Mr. Barxegs. I will be very glad to do that. 

The Cuarrman. It is rather startling to say that half of the carriage 
of mail, by rail, is first-class mail by weight, I presume? 

Mr. Barxgs. I will be glad to give you the source of all of that, 
Senator. 

I will submit that to you. 

The CuarrMan. Yes, we would like to have it, to check it and see 
how we come out with those same figures. 

Mr. Barxes. All right, I will be very glad to do that. 

The CuarrMaAn. Thank you. 

Mr. Barkes. Well, I will go on with the second point that I have 
in connection with associating mail rates with freight rates. The mail 
service that would be offered by freight operators would, as I think 
you know, be cream-skimming propositions; and if the cargo carriers 
offer the standard of service offered by the combination carriers, the 
cost would materially increase and the application of freight tariff to 
mail on a shipment basis would result in a ton-mile mail rate in 
excess of what it is for all other forms of traffic, even passenger. 

This particular subject of the combination of freight rate or the 
association of freight rates with mail rates has been very thoroughly 
covered by Mr. Tipton’s testimony and I would just like to add that 
I subscribe to his testimony 100 percent on that. I did want to 
high light those points that I have made. 

Also, for vesterday, I believe it was, Mr. Prescott, representing the 
Flying Tiger Line, appeared before your committee and referred to a 
statement by Mr. Patterson which I should like to comment about. 

Now that statement was taken from the United States News and 
World Report of October 6, 1950, and in that Mr. Patterson was 
being asked about freight service and the statement referred to by 
Mr. Prescott was: 

We, in United Air Lines, had about $3,000,000 worth of business last year and 
based on straight out-of-pocket costs we picked up about $200,000 in cash on the 
transaction, but on a strict accounting basis of cost allocation we lost $2,000,000. 

Well, I am glad to have the opportunity to comment on that state- 
ment because I am the person who furnished Mr. Patterson with 
those figures that he used. I know exactly what he was talking about. 

In the first place, United carries freight in two ways. One, it is 
carried in regular combination passenger planes as a part of the cargo 
compartment, where we carry mail, baggage, and express and things 
of that kind. 

Then the second way that we carry freight is on exclusive cargo 
airplanes which carry freight and express. 

Now the operations that Mr. Patterson was referring to were those 
exclusive cargo flights. He was not referring to our entire freight 
service. 

Fifty percent of the freight United carries is carried on these com- 
bination passenger airplanes and 50 percent is carried in exclusive 
cargo flights. So that was what he was referring to in his statement. 

Now the question of costing an exclusive flight or a few particular 
flichts is an entirely different matter than costing the price of a serv- 
ice, over-all service, such as freight service that may be carried on 
a lot of combination airplanes. 
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For example, if you asked United to apply a special flight, for 
example from New York to San Francisco, and then asked me to cost 
that, there are two ways that can be done. 

One, I could determine a cost on the basis of out-of- -pocket or added 
costs, in other words, what it cost additionally to what its cost would 
be if it had never made that flight. 

In other words, that would include only such things as the gs asoline 
and oil consumed on that particular flight, the pilot and crew’s pay, 
and our maintenance cost. We know our maintenance costs are so 
much an hour of flight—and whatever we pay the airport for landing 
that plane across the country, and that might give you, for example, 
50 cents a mile. 

Now, another method of costing that flight would be to take the 
assumption that it would be impossible to operate that airplane from 
New York to San Francisco if United Air Lines as a company and as 
a business was not in operation and that, therefore, that should bear 
a portion of all of the costs of the company which you would deter- 
mine by taking all of the costs per month and all of the miles you 
would fly in that month and then you would get an average and 
instance, that may be $1.80 or $1.90 a mile. 

In between those two extremes or those two poles, you might have 
any number of combinations. 

Now, the $2,000,000 that Mr. Patterson referred to in his statement 
represented those specific cargo airplanes which we had attached a 
full allocation of costs, right up to the top, based on everything; and 
$200,000 that he reported as an out-of-pocket profit represented the 
revenues received on those flights over and above the additional cost 
that the company incurred in flying those flights. 

[ just wanted to clear up that statement since that was referred to 
here in the record a day or two ago. 

The Cuarrman. Well, you still have not cleared it up for me. 

Mr. Barxgs. I will be glad to try again. 

The CHarrMan. However, charge that to me. I will not blame 
you for it. May be if I read this statement later on and get on both 
of my “specs,” T can understand what you are talking about. 

Ho ever, it looks to me like it is a pretty hard job to go from one 
extreme of. $200,000 profit to a loss of $2,000,000. I just cannot 
quite follow. 

Mr. Barxes. Well, the loss of the 2 million that he referred to 
would be— 

The CHarrMan. Well, let us take the profit, first. 

Mr. Barxes. All right. 

The Cuarrman. The $200 000. You say that the profit represents 
the revenues received with the actual cost deducted. 

Mr. Barxes. The additional costs. 

The CuarrMan. The actual additional costs. 

Mr. Barxes. Deducted—incurred by having flown those flights, 
over and above. 

The CHarrMan. Now, what do you mean by that? 

Mr. Barxes. The gasoline and oil that it took to operate those 
planes? 

The CHarrMan. Yes. 
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Mr. Barxes. Those flights. The pilots’ pay; the maintenance cost 
of particular airplanes for those particular flights on an hourly basis; 
and any specific cost that the company had to pay out by having had 
to operate those particular flights it would not have had if those flights 
had not been made. 

The CuarrMan. And you came up with a profit of $200,000. 

Mr. Barkers. Thatisright. For example, that cost, Senator, would 
include no salary for me, because my salary would go on anyway. 

The CuarrMan. Nor Mr. Patterson’s salary. 

Mr. Barxess. No, sir; because those costs would go on anyway, 
whether we flew those particular flights or not. So, it is only an 
added-cost concept. 

The CHarrMan. The overhead cost of operating the United Air 
Lines—is there that much of a difference when you take into considera- 
tion the salaries of the officers and all their business operations, the 
actual cost of doing business—is it the difference between the profit 
of $200,000 and a loss of $2,000,000? 

Mr. Barxes. If you are talking about certain specific flights, 
then 

The CHarrman. You must get awfully high salaries, if that is the 
case. 

Mr. Barkes. I merely use that for an example because there are a 
great many other overheads that are not added on to an added-cost 
basis. 

The CuarrMan. Well, you are an accountant. Why did you not 
add those, because they are a proper charge? Why did you not say, 
“We will allocate a certain amount to cover the general expenses’’? 

Mr. Barxes. I did it both ways. That is why he has the $200,000 
figure, the $2,000,000 figure. It was done at both extremes; one, 
where we made those bear the full share of all of the costs of the 
company right from the ground on up, and that is where we came out 
with the $2,000,000 loss for those specific flights. 

The CuarrMan. Well, would you mind, for the benefit of our com- 
mittee, inasmuch as you brought this up yourself in rebuttal, fur- 
nishing our committee the two sets of calculations? It would be very 
helpful. 

Mr. Barkes. Yes, sir; I would be very glad to do that. 

I want to point out again, Senator, that this question of pricing a 
specific flight, or a group of flights which we are talking about now of 
specific airplanes, is an entirely different matter than trying to price a 
service where you are carrying different products in the same airplane. 
Do I make that clear? 

The CrarrMan. Well, now you are injecting a new item into this 
calculation. 

Mr. Barkers. No; I am not trying to change the calculation. 

The CuatrmMan. Well, we will stay with the straight cargo. 

Mr. Barkes. Allright. I am just pointing out that you can price 
a flight on either two bases, which I mentioned, or any combination 
in between that somebody might want to choose. 

However, that is the same thing as trying to price freight service 
or mail service or passenger service or express service where they are 
carried on in one airplane. That is the point I make on that. 

The CrarrMan. I notice that you did not have any trouble cal- 
culating the amount of first-class mail pay, or separating it from the 
second-class mail pay on the rail haul. You did that very expertly. 
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Mr. Barkes. I did not calculate that. That was in the cost 
ascertainment. 

The CuHarrMan. Well, you got the 38 cents all by yourself. 

Mr. Barxes. I will be ver -y glad to show you where those figures 
came from in the cost ascertainment. 

The CHatrMaANn. Very well; instead of your making that calculation, 
the cost-ascertainment ‘people made it. 1 will accept your correction. 
But, if they could make it, then you could make it; and if you could 
make it, others could make it. 

Mr. Barkss. They were allocating, Senator, payments to the rail- 
roads, they were not allocating costs, railroad costs, the ‘v were merely 
allocating to the railroads the revenues paid to them. The "Vv were not 
allocating cost—what the cost was to the railroad to carry it. 

The CuarrMan. That is not the point J am making. They were 
making a difference between two different cargoes carried in exactly 
the same transportation service. They were separating one from 
the other and you are saying that cannot be done. You say in 
connection with this combination passenger-express-freight-mail 
plane which you are operating, there is no way to separate one from 
the otber. 

What I am saying to you is that the cost ascertainment people 
down at the Post Office were able to separate first-class mail from the 
other classes of mail, and if they could do it, you could do it. 

Mr. Barkes. Well, we know how much revenue we received from 
the different classes of service that we carry, but that is different 
from what I am trying to teil you about, the determination of the 
costs of providing the service. 

The CuHarrman. I will grant you that is an entirely different 
matter. 

Mr. Barkes. That is the point. 

The CuarrMaNn. | am not talking about that. I am talking about 
the same thing you are taiking about in your testimony here. 

You are saying that it is impossible in the service to separate—in 
the combination service that is—to separate the component parts 
and yet just a moment ago you testified that the ascertainment 
people down at the Post Office Department separated the first class 
and other classes of mail carried in exactly the same service. 

Mr. Barxes. As to what they had paid out to the railroads for 
carrying that. 

Well, that illustrates my point, that everybody can make the calcu- 
lations as to different methods, but the question is—you have a great 
variety of them, and the question is which is right. 

The CHarrMAn. Well, of course, it is very difficult to separate the 
costs of the different classes of transportation service, such as passen- 
ger, express, freight, and mail. 

Mr. Barkes. Right, that is why we say in our statement here that 
we feel that the value of service is the proper method of trying to 
price it. The value of service is the simplest method of trying to 
price the different classes of service. 

The CuarrMan. You have not indicated very much difficulty in 
determining the cost of freight service—— 

Mr. Barkers. Which was specific cargo flights. The thing that 
I say it is impossible to do is separate the cost of freight service where 











382 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


it is carried in combination airplanes where they carry mail and freight 
and passengers. 

All that I did in the calculations I gave Mr. Patterson was cost of 
operating certain specific airplane flights. 

The Cuarrman. Yes; but you took an airplane and you were able 
to calculate the cost of operating that airplane. 

Mr. Barxes. On two different bases. 

The Cuarrman. Now, then, you can determine the cost of the 
operation of plane service between any two points; that is, the com- 
bination service. 

Mr. Barkers. You can determine what the cost is to fly an airplane 
from here to there [indicating]. 

The CuHarrman. Yes. 

Mr. Barxkes. On certain bases. 

The CuarrmMan. And you know what the revenue from it is. 

Mr. Barxes. That is right. 

The Cuatrman. Where you have the difficulty is breaking it down. 

Mr. Barkes. Between the classes of traffic you have on board. 

The CHarrMAN. For example, assigning so much to express and 
so much to passenger. 

Mr. Barkes. That is right, because 80 percent of your costs, 
Senator, are common to all the classes of traffic that are on board, and 
that means that 80 percent of your costs—— 

The CuarrMan. It is a matter of judgment, but even so, you have 
something to start from. 

You have the over-all cost of operating the planes. You have the 
division of different services rendered. For instance, you know 
that in this combination plane the average passenger load is 90 
percent. So, you have quite a few factors to work from. You do 
have a few X’s and a few Y’s that you have to make calculations for, 
but you have a great many fixed components. 

Mr. Barkes. As I said, about 80 percent of the cost of a flight would 
be applicable to any type cargo that you had, whether it wasa passenger 
or mail or a package of freight, and it is in making those allocations 
that you can run into. : 

Most of the authorities that I have quoted who have studied this 
joint problem say that there just is not any satisfactory way of doing 
it. 
That is why we have come to this method of the value of service 
which we relate to the first-class passenger fare. 

The CHarrmMan. You can take two planes, one a_straight-cargo 
plane and the other a combination plane and you can figure the costs 
of each of those planes. 

You have stated that you can and I presume that you can. What 
would you come up with—a much lower cost for the cargo than the 
combination, and how much lower? 

That would give you a basis. What I am trying to find out is this: 
If a cargo plane costs exactly the same amount that the operation of 
the combination plane costs, then you have no difficulty in saying 
that your freight costs so many dollars. However, if the freight is 
carried in your combination plane and if the cost of operating the 
cargo plane was only 50 percent of the combination plane, then you 
would have to make some adjustments between 50 percent and 100 
percent. 
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In other words, you have the two costs there before you. 

Mr. Barkes. Yes, sir. si 

The CuarrMan. Your job is to reconcile the application of the costs. 

Mr. Barkes. Well, there are a lot of other factors, Senator, that 
would enter into such a reconciliation, such as your frequency of ser- 
vice, and availability—— 

The Cuarrman. Your priority of service, and your luxury and all of 
that, surely. 

Mr. Barxss. For example, these exclusive cargo flights to which 
I have referred are an extremely small percentage of our total opera- 
tions, because 50 percent of our freight was carried in combination 
passenger planes. 

The CuarrMan. The only point I am trying to make is that you are 
are not operating in a blind alley altogether. You have a great many 
factors from which you can start your calculations. You are not 
operating in a vacuum. You have a great many factors and a great 
amount of experience from which you can make your deduction. 

Mr. Barkes. The trouble is that you never can get any two people 
to agree as to what the proper method is. 

Now these exclusive cargo planes I pointed out to you carried 
freight, express, and mail. You would still be left with the problem of 
trying to divide that between those three services. 

The CuarrMan. Yes; but you have an all-cargo plane, then the 
cost of the all-cargo plane right side by side to the combination plane. 
When you were looking at that freight plane you would have a 
pretty good guide. It would be of some help to you in determining 
what the reconciliation would be between the two classes of service. 

Mr. Barxkes. Well, I cannot quite see what your point is, Senator. 
I really cannot. 

The CuarrMaNn. My point is simply this. You carry a cargo from 
New York to San Francisco, and, we will say, that all the costs added 
together amounted to $1,000. Then you have another mixed cargo, 
passengers, express and mail and freight, from New York to San 
Francisco. You find that the cost of operating that plane is $1,200. 

So you have to reconcile the difference between the all-cargo and the 
combination of $200. You have that reconciliation. But you have 
those two as a guide. . 

I am saying that, while it is a matter of judgment in accepting the 
common component parts of the service rendered, it is not altogether 
a blind operation. 

Mr. Barkes. Well, Senator, 88 percent of our mail that United 
carries is carried in combination airplanes. So the mail service is not 
carried in the exclusive cargo airplanes—I mean, the great majority 
of it. ; 

The Cuatrman. No; but you are off the subject now. You were 
talking about freight cargo. 

Mr. Barkes. Well, the cargo airplanes, as I pointed out, exclusive 
cargo airplanes, carry all three forms of cargo. ‘They carry some mail, 
some express, and some freight. They carry about 50 percent of our 
freight, about 12 percent of our mail; 88 percent of our mail is carried 
in the combination airplanes which are providing frequent service. 

So the problem really is not simple, and I can tell you we have 


really struggled with a lot of different ways trying to figure these 
costs. 
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If we knew any way, I am sure we would have done it. In my 
opinion it ae cannot be done, as between the types of service, 
without making a lot of assumptions and then you always get into a 
lot of disagreements on the assumptions. 

The Cuarrman. Mr. Prince testified yesterday that for the period 
February 1947 through December 1950, the average rate per ton- 
mile paid to the railroads for the transportation of mail was approxi- 
mately 8.6 cents. 

Mr. Barxes. Yes, sir; that is for all types of mail. That is for 
magazines, newspapers, and all different classes of mail. I am sure 
that is right, Senator. 

The CuarrMan. Your figure of 25.0 is interesting because further 
on in his testimony he said that the estimated average passenger 
revenue per equivalent ton-mile, assuming 200 pounds per passenger, 
is 25.6 peents. 

Those are interesting figures. 

Mr. Barxes. Well, as I say, if you separate out, based on this 
cost ascertainment, the revenue the Post Office Department receives 
for first-class mail, you get your 25 cents, which relates, as they say 
there, to the passenger fare. Then if you take into account, based on 
their estimate, this retroactive pay gets up to 36 cents. 

The Cuatrman. All right, you may proceed. 

Mr. Barxes. I would also like to state that it is our belief that 
freight rates should be higher. United’s air freight rates which, for 
the year 1950, returned us an average of 18.6 cents, are not based on 
the cost of carrying freight, either out of pocket or fully allocated. 

They are for the most part set at levels necessary to meet the rates 
set by our competitors. 

United has never been the leader in any rate war. In fact, we have 
endeavored to establish higher freight rates without success. 

United believes that competition has forced freight rates below the 
level where they should be on a realistic value of services and air 
freight would continue to move at higher rates. is 

The CuarrMan. Who is responsible for that cutthroat competition, 
the all-cargo carriers or the combination carriers, the certificated 
carriers? 

Mr. Barxes. Well, Senator, I would suggest for a proper record 
here on all the history of the freight rates, that that be obtained from 
the Civil Aeronautics Board who control that. They have the com- 
plete record on it. 

The Cuarrman. Do you want to modify your statement you have 
just made now, that United was a follower and not a leader in this 
cutthroat competition on freight rates? 

Mr. Barkss. I say United 1s a follower. 

The CHarRMAN. You say they are followers? 

Mr. Barxegs. Yes. 

The Cuarrman. They are victims of it and not the originators of 
it? 

Mr. Barxes. That is right. United has an occasion raised rates 
but we were not able to keep them up, because of competition. 

The CuarrMAN. But you decline to say who the leaders in this cut- 
throat operation are? 

Mr. Barkes. That is right. I think that record could well be 
used by your committee, and you could get it from the Civil Aero- 
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nautics Board. 1 mean that would be a complete record on the freight 
tariffs. 

The CHArrRMAN. Just one other point: Do you care to say whether 
the cutthroat operation is engineered by certificated carriers of mail, 
or by cargo carriers? Do you care to make any statement on that? 

Mr. Barkes. Well, I would not care to make any statement that 
there has been cutthroat operation. I was referring to that state- 
ment that was made by someone else. What I wanted to point 
or 

The CHAIRMAN. You say it is below cost. That is what I under- 
stand cutthroat is. That is when you are rendering a service that is 
below cost. 

Mr. Barxkes. No, sir; I did not say that it was below cost. 

The CuarrmMan. What did you say? 

Mr. Barkes. To get back to the exclusive cargo flights, 50 percent 
of our freight was carried on those flights. On a fully allocated basis 
that showed this $2,000,000 loss. However, 50 percent more of our 
freight was carried on these combination airplanes, and that revenue 
from that, where you would have no added cost, would more than 
offset even this fully allocated cost on the exclusive cargo planes. 

The Cuarrman. Well, what I am trying to get at is this: Was this 
low freight cost made possible by the subsidy that United received? 

Mr. Barkes. No, sir. 

The Cuarrman. How was it possible, then? 

Mr. Barxgs. Because, as I say, the added cost that United incurred 
by flying these exclusive-cargo flights gave us $200,000 over and 
above those added costs. So it was not at a loss, from that stand- 
point. 

In other words, if United had not operated those exclusive cargo 
flights, our costs would have been so much less, on an added service- 
cost basis, and that was exceeded by $200,000 by the revenue we got 
on those flights. 

The CuHarrMan. Why do you not apply that to the mail, then? 
Why do you not tell us that United could haul the mail for 18.6 and 
by maneuvering around hauling some of it on combination planes 
and some of it on straight cargo planes you could make a profit? You 
have said that 42 cents a ton-mile is not enough for hauling the mail. 

Mr. Barxkes. That is right. 

The CuarrMAN. Now you say that 18.6 cents for hauling freight 
is not cutthroat; that that is legitimate and covers the cost of carrying 
the freight. 

Mr. Barxes. It covers out-of-pocket costs. 

The CuarrMAN. Then there is a difference between 18.6 and 42 
cents which is the profit that 

Mr. Barxsgs. No, sir. United Air Lines was $200,000 better off 
by having carried freight than it would have been if it had not carried 
the freight. 

The Cuarrman. If it carried mail at 18.6 it was better off for the 
mail it carried. 

Mr. Barxkes. Well, Senator, there are a lot of differences between 
the mail and the freight service, as I tried to point out. 

I went over that rather hurriedly and said that I subscribed to the 
point that Mr. Tipton had made in his testimony where he did 
cover that. 
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You have all of this question of the frequency of service, which is 
in your combination airplanes, and your priority of your mail, and 
the fact that it has not been past history that the freight of surface 
carriers should be at the same rate as mail for surface carriers, and 
that the freight operators and these exclusive cargo flights only 
touch a few of your cities. 

We have to give mail service to all 71 cities on our route. These 
exclusive cargo flights I am talking about only operated to a very 
few cities. 

The same is true of the freight operators. 

The CuarrMan. Well, I am unable to find out from you whether 
you think that 18.6 is a reasonable, legitimate, and profitable rate, 
or whether it is not. 

Mr. Barkes. We feel that the freight rates should be higher from 
the standpoint that we feel that—— 

The CuarrMan, Higher than what? 

Mr. Barxes. Than what they now. are. 

This 18 cents is merely a product. There is no such rate as that. 
I mean, there are different freight rates based on commodities. 

The CuarrMan. That is an average. 

Mr. Barxes. Yes, that is what you get when you average that out. 

The CuarrMan. We understand that. Some of them go as low as 
15 cents. 

Mr. Barxes. I think that is true. 

The CuarrMan. And possibly as high as 25 cents, You have a 
minimum charge in freight as cargo carriers? 

Mr. Barxgs. I am sure we do, Senator. 

The CuarrMan. So there is a variable rate, but the average comes up 
with 18.6. 

Mr. Barxes. That is right. 

The CuarrMAN. I want to find out two things: Is the 18.6 a profitable 
service for you to render? If it is not, where do you get your read- 
justment? Do you get it in mail subsidy, or where do you get it? 

Does the fact that you are hauling mail permit you to haul the fre ight 
at that low figure if that is not a profitable figure? 

Mr. Barkers. The ave rage 18.6 cents return that we get more than 
covers our out-of-pocket cost that it costs us in addition to carry that 
as against what our costs would be if we did not carry this. 

From that standpoint it is profitable, But from the standpoint 
that if you make an allocation of all your costs to the freight service, 
it would be unprofitable. 

The CuarrMaANn. Then who pays the lack of profit? 

You would not continue on that kind of business alone. Where do 
you get the money that makes up the loss that you take? 

Mr. Barxes. W ell, Senator, let me use this illustration, going 
back— 

The CuarrMan. Do not go back too far. Give me an answer. 

Mr. Barxess. I am trying to, Senator. 

The fact that the mail rates that are paid to the airlines have come 
down as sharply as indicated here over the years, is due to the fact 
that the airlines have been able to build up a very substantial volume 
of passenger traffic. 

In other words, we have been able to develop our passenger volume 
to the point where it is 80 percent of the total, whereas, in the begin- 
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ning it was only 3 percent. That is the fact that is responsible for 
bringing these mail rates down to the low level where they are now. 

In developing freight business, and developing that volume there, 
that, too, is going to make it possible to bring down the mail rates, 
depending on how the volume develops over the years. 

In another year or t ‘o, if volumes fall off, the airlines are right 
back in the position where they were a couple of years ago, in a loss 
situation. 

It is a question of volume. 

The CuHarrMan. Let us talk about that freight again for just a 
minute. 

If 18.6 is an unprofitable haul, where do you receive pay for your 
operation? 

Is it made out of the mail subsidy, or where does it come from? 

Mr. Barxes. It is profitable from the standpoint that the company 
is better off from having carried it, than it would be if it did not carry it. 

The CHarrMAN. Let us leave off the “‘if’s.” 

Mr. Barxes. Well, Senator, that is a fact. There is no if about 
that. 

The CuHatrMan. All right. 

If you want to maintain that position, why not carry the mail at 
18.6? 

Mr. Barkes. Because there is a great deal of difference between the 
mail service and the freight service. 

Freight service does not have the priority. It is an added cargo 
that helps to absorb some of the overhead, and to the extent that it 
does it makes it possible to have less dependence on mail pay. 

The CHarrMan. Yes, you have to get out and solicit and the Post 
Office Department brings their mail to you. You have to go out and 
collect for hauling the freight, and you have to maintain an office 
whereby the freight is turned over to the person who has it hauled, and 
you have to have bills of lading and a lot of things of that kind that you 
do not have with mail. 

Mr. Barxes. Well, if you applied your freight tariffs to the mail 
on a per-shipment basis, which Mr. Tipton pointed out in some 
detail, it would result in a mail tonnage rate in excess of anything 
else that the airlines are now getting. 

The CuartrMan. That is by making that extra charge of a minimum 
of $4? 

Mr. Barxes. That is correct. 

The CHarrMan. I cannot keep you on the point I was trying to 
have you testify about, so we will go ahead. 

You have stated that 18.6 is not a sufficient revenue for carrying 
freight. 

Mr. Barxkes. We think that we would not suffer any in volume, 
Senator, if the rates were somewhat higher. That was the point I 
wanted to make. 

The CuHarrman. That is pretty obvious. You would not suffer 
much if you got more. 

Mr. Barxkgs. Well, we do not think the volume would fall off to 
the extent of the higher rate. 

The CHarrMan. You are talking now about a rate that would be 
all that the traffic would bear. Is that it? 
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Mr. Barxes. Because the rates are where they are because of 
competition. 

That is the point I wanted to make. 

The Cuarrman. And the competition is caused by cargo carriers, 
or by certificated mail carriers? 

Mr. Barkes. Well, Senator, it is from both. 

The CHarrMan. It is caused by both? 

Mr. Barxes. That is right. 

I just wanted to add onto that, that in our opinion the freight rates 
should be set at the level producing the greatest contribution over our 
out-of-pocket costs, regardless of what any fully allocated cost 
might be. 

It is our belief, Senator, that there are a number of disadvantages 
to the community basis of subsidy measurement. In our opinion 
this method does not give all the recognition that it might to the 
over-all national interests of defense, commerce, and the postal service. 

The development of air transportation is, above all, a national 
benefit and any method of subsidy measurement confined to a re- 
stricted local view will not reflect this broader benefit and justification 
important to the Nation as a whole. 

Supremely important is the role of the air-transport industry in 
national defense. The community approach to measurement of 
subsidy cannot adequately reflect the value of its contribution. 

Section 406 (e), subparagraph (1), of Senate bill 1657 prescribes 
certain standards for the making of subsidy payments, and refers to 
the national defense and the foreign and domestic commerce of the 
United States. 

In United’s opinion, the interest of the postal service cannot be 
separated from the determination of subsidy pay, and language re- 
flecting the postal-service element in subsidy should be restored to the 
section. 

In certain instances a subsidized service may be in operation pri- 
marily to provide mail schedules where other traffic is insufficient to 
justify air transportation service. In such a case service-mail pay 
may not be adequate to meet the apparent cost of serving the station 
and subsidy pay would be required—a subsidy directly related to the 
needs of the postal service. 

Under the language of the section as it now stands, subsidy pay 
could not properly be granted to meet this situation. 

The difficulty of accurate determination of subsidy by individual 
airline station is another compelling reason why we cannot accept 
community measurement of subsidy. It will be remembered that 
Ernst & Ernst rejected the use of cost allocation as a basis for deter- 
mining the cost to the carriers of transporting the air mail. In their 
report of January 18, 1950, covering a preliminary study on methods 
of compensation for the carriage of air mail, and for the operation of 
air transportation service essential to the public interests, Ernst «& 
Ernst state: 


The greater portion of operating costs are joint costs applicable to all services 
and it should be recognized that a specific cost separation between those applicable 
to transportation of mail and other services is impractical. 


Fundamental to the community method is just such an allocation of 
costs between airline stations, an allocation which is no more practical 
than the attempt to make a cost separation by type of service, and if 
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anything, somewhat more difficult. Added to the problem of allocat- 
ing costs is the necessity for allocation of revenues, which introduces 
a whole new set of assumptions into an already complex equation. 
The error in a final answer is multiplied by this additional need for 
allocating revenues between stations. Revenues and expenses in the 
airline industry are not generated by a single station, but arise from 
the operation of the entire airline system, which in the case of United 
Air Lines is composed of 71 highly interdependent stations forming a 
closely linked network. 

On page 10 of their report entitled ‘Report on Survey Covering 
Certain Aspects of Separation of Compensatory Mail Pay From Total 
Mail Payments to Domestic Airlines,” Ernst & Ernst state the fol- 
lowing qualifications with respect to the use of their study: 

In view of the assumptions prescribed in performance of this survey, it should 
be recognized that ‘“compensatory mail pay” and ‘‘subsidy”’ in our report are used 
in a somewhat qualified sense, since the amounts associated therewith can only be 
regarded as reasonable approximations, determined as outlined in the following 
paragraph (C-1). They should not be considered precise determinations of fair 
compensation for services performed in the carriage of mail and of subsidies paid 
to the respective carriers. 

Throughout the course of the Ernst & Ernst study, numerous ar- 
bitary methods had to be employed to allocate costs or revenues 
by airline station. The number of such allocations is so great, and 
the probability of error so controlling as to cast grave doubt on the 
value of the result in the case of any given individual station. I should 
like to emphasize that “‘reasonable approximations” are not suitable 
for rate making. 

Senate bill 1657 provides that carriers seeking subsidy shall in any 
petition for such subsidy state the places served by the carrier which 
will be served at a loss during the future period for which subsidy is 
required, and shall also state the amount of such loss attributable to 
each nonprofitable station as well as the amount of subsidy payment 
required for each such losing station. 

In view of the dificulties and inaccuracies inherent in a determin- 
ation for a past period, such as in the study already made by Ernst 
«& Ernst, forecasting of such subsidy needs for the future or an in- 
dividual station basis would be doubly difficult if not impossible. 

The CuarrmMan. Well, the basic figures there used were given by us. 
We had to give them some kind of figures to start from, so we gave 
them the 60 cents. That was our own figure. That is what they 
referred to up there in that paragraph you have just read, where 
you say “In view of the assumptions,” and so forth, the 60 cents was 
the assumption and it was our assumption because we had to give 
them someplace from which to start. 

Mr. Barkgs. Yes, sir. 

They had to allocate their all other types of revenues, as well as 
expenses to the individual stations. 

The Cuarrman. But the assumptions you complain about up there 
were all our assumptions. 

Mr. Barkegs. I see, sir. 

The Cuarrman. And their calculation was based on that, so we 
understand their figures and we had to make those assumptions 
before they started. 

Mr. Barxgs. I see. 

Thank you, Senator. 
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Past mail-rate-case forecasts by the Civil Aeronautics Board have 
proved to be far from correct on a system basis. The detailed break- 
down, station by station, of forecast subsidy need would be so un- 
realistic as to be useless. 

The thing that causes us the greatest concern, Senator, in this por- 
tion of the act, is that it would appear that the petition for subsidy 
could jeopardize the certificates of convenience and necessity. 

We believe that it is essential that some protection be made in the 
statute under section (e), subparagraph (2), which states that the 
holding of a certificate of public convenience and necessity shall not 
be deemed to be conclusive as to the justification of subsidy to enable 
the carrier to continue to provide service. 

Similarly, objection is made to the provjsion that a final order 
denying such payment shall be accompanied by an order authorizing 
abandonment of service. The denial of subsidy and the authorization 
for abandonment under this section present certain clear dangers to 
the certificated structure of the airline system. 

Jeopardizing of the structure without the protection of convenience 
and necessity hearings would shake investor confidence and seriously 
hamper the ability to raise capital. 

The inaccuracy of the system of cost allocation necessary to the 
identification of subsidy need by community is a primary reason why 
such cost and revenue figures should not be used as a guide to possible 
denial of subsidy and abandonment of service to a particular point. 
Even if the calculated result were reasonably accurate, the method 
of computation does not provide a proper measure of the effect of 
termination of service. 

In the previously quoted Report on Survey Covering Certain 
Aspects of Separation of Mail Pay from Total Payments to Domestic 
Airlines—Ernst & Ernst state at page 22: 

It should be recognized that elimination of stops will not result in savings equal 
to the unit stop costs shown, inasmuch as these amounts contain elements of 
continuing fixed costs. ‘lhis point is emphasized to avoid application of such 
costs for purposes other than those intended in the survey. 

If calculations showed that services at a particular point were un- 
profitable and the Board decided to withhold subsidy pay, it does not 
follow that the airline would be benefited by terminating service to 
the station in question. 

The carrier might find that revenues lost by closing the station 
would exceed the total savings from such closing, since the contribu- 
tion of the station to the spread of system costs would not be correctly 
reflected in the calculated result from allocating subsidy need. 

Certainly the prospect of denial of subsidy pay by administrative 
action will discourage long-term investment by carriers needed to 
develop traffic at marginal stations. Faced with possible inability 
to obtain subsidy pay at any time in the future a having only the 
alternative of abandonment, a carrier could be expected to avoid 
investment in facilities required to develop traffic and promote prog- 
ress toward self-sufficiency. 

Investors would be hesitant to provide funds for such a purpose. 
The effect would be just the opposite of progress toward subsidy re- 
duction intended by the authors of this legislation. 

Without adequate procedural wdiaenls another effect of subsidy- 
pay denial and authorization for abandonment as called for in this 
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bill could be the creation of compe 
pairment of the value of certificates. ; ; 

Competitive nonstop service could be created by denial of subsidy 
pay and authorization to abandon being given to a carrier how required 
as a condition of its certificate to serve an intermediate point or points 
between two major terminals. Removal of the necessity to make 
these stops through denial of subsidy and authorization to abandon 
service at the intermediate stations would or could create nonstop 
operations not contemplated or specifically restricted at the time of 
granting of the certificate of public convenience and necessity, and 
would lead to destructive competition and ultimately to increased 
subsidy needs. 

Denial of subsidy could also be used to force refashioning of route 
structures without regard to public convenience and necessity con- 
sideration, and with resulting serious impairment of the fundamental 
value of certificates. 

[t is possible under this bill that by refusin 
and by granting subsidy to a competing ¢ 
compel the first carrier to abandon a route or portion of a route on 
which it held a certificate as pioneer operator. 

The separation of subsidy is not intended and should not be used 
iN & Way so as to make such a result possible, 

Over-all, it is United’s position that t 
munity method are great and it is re 
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commended the provision in the 
bill which calls for distribution of subsidy by community be eliminated. 


here has been some discussion in these hearings of the propriety 
of allowing advertising and promotional costs in the determination of 
a service mail rate, [ft has been argued that since Congress has not 
appropriated funds to the Post Office Department for advertising 
purposes, such promotional expenditures by the gir carriers for the 
purpose of stimulating use of air mail or for the development of other 
traffic should not be recognized. We believe that such promotional 
costs are proper and should be allowed in the fixing of a service mail 
rate. Such advertising and other promotion of air service serves to 
increase traffic volumes, which tends to reduce unit costs and ulti- 
mately permits reductions in rates which is a direct benefit to the air- 
mail service, 

In a decade in which the cost of practically everything has gone up, 
the cost to the Government of moving air mail over trunk-line carriers, 
has gone down. 

Such reduction in rates of mail compensation paid to trunkline 
carriers by the Government would have been wholly impossible in an 
inflationary decade except for the reduction in unit costs resulting 
from the development of large volumes of honmail traffic. United's 
Promotion of the air-mail service has been carried on in close coopera- 
tion with the Post Office Department, which has worked with United 
toward achieving a maximum use of the air-mail service by the mail- 
ing and shipping public. 

Advertising and Promotional costs are 
economic cost of doing business, with recognition that such costs are 
more than recovered by the economies of larger volume. It js just 
such economies which have permitted the lowering of mail rates over 
the years. economies made possible largely by promoting the growth 

of the passenger business. It js common practice to allow such eX- 


regarded generally as a proper 
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penses by local public utilities, where the advertiser enjoys a monopoly 
but where the soundness of promotional expenditure to increase utiliza- 
tion of service is recognized. 

In an effort to be of assistance to this committee in attaining its 
objectives and for the reasons stated above, there is attached hereto 
as appendix A a summary of suggested changes in the provisions of 
the bill which would give effect to the comments and recommenda- 
tions we have made. 

The Cuarrman. We will make that a part of the record, of course. 

(The prepared statement submitted by Mr. Barkes, together with 
appendix A attached thereto, are as follows:) 


STATEMENT OF CuRTIS BARKEs, VicE PRESIDENT, FINANCE AND Property, 
Unitep Arr Lings, Inc. 


Mr. Chairman and gentlemen of the committee, my name is Curtis Barkes. | 
am vice president, Finance and Property, of United Air Lines, Inc., and I am 
appearing here to present the fiews of my company on the legislation pending 
before this committee on the subject of separating subsidy from air mail pay 
We are appreciative of this opportunity to state our views on this important 
question. 

At the outset, I should like to make it clear that United Air Lines supports 
the principle of subsidy separation and has supported it in the past. The public 
thas a right to know what part of the compensation of air carriers is for transporta- 
tion of air mail and what part is subsidy directed toward accomplishing the broad 
objectives of the national defense, commerce, and the postal service. In our 
opinion, the direct identification of subsidy should provide an incentive for airline 
management to increase its efforts to reduce and eventually eliminate subsidy 
need. One of the long range goals of United Air Lines has been the achievement 
of a status of self-sufficiency independent of any element of mail subsidy. 

United Air Lines is one of the carriers which would receive the base rate proposed 
in S. 1657 or the service rates set forth in the other bills before you. As much, 
it is of great importance to United that such a base rate be fixed at a level which 
is proper for the service performed. The subsidized carrier will not be greatly 
injured by too low a base rate, since any deficiency will presumably be made up 
in the amount of subsidy received, and the subsidy will merely be somewhat 
overstated. The unsubsidized carrier, such as United, however, will receive no 
such supplemental payment and is discriminated against if the base rate does not 
provide a fair price for the service rendered. Indeed, too low a rate could even be 
confiscatory. 

Before discussing specific questions raised by this proposed legislation it is 
appropriate to briefly review the real progress made by United Air Lines and the 
air transport industry, and to discuss the situation of the industry today. 

The growth of air transportation, the gains in quality and dependability of 
service and the contribution of the industry to the Nation’s welfare are so well 
recognized they need little discussion. This progress has been achieved within the 
personal experience of most of us here today. We have watched air transporta 
tion move forward from operation of the single-engine biplanes of the midtwenties 
to the long range transcontinental and overseas operations of 1951. We all agree 
that the air transportation industry has become ever more important to the 
national defense, both in its service to our national economy and in movement of 
military personnel and cargoes. The speed of air mail service is vital to thi 
commerce of the Nation and would be the last thing eliminated in an emergency 

Along with these gains and contributions, United Air Lines and the industry 
have achieved substantial reductions in the cost of air service to its users; the 
Government, the passenger, and the shipper. These reductions have been mac: 
in the face of sharply higher prices for nearly everything the airlines must buy 
and in spite of an increase in the average wage amounting to 75 percent since 1940 
for United. This gain to the user of air service is best emphasized by comparin 
the rise in the cost of living with United’s steadily lower return from passenger and 
mail rates during the period from 1929 to 1950. As against a 39.7 percent increas 
in the cost of living, cost to the airline passenger per mile flown dropped 3\).3 
percent and cost to Government per mail ton-mile carried was reduced by 50.0 
percent. This is shown in graphic form in exhibit I attached to this statemen 

Substantial progress toward the achievement of self-sufficiency by United | 
reflected in the history of mail pay received over the past two decades, Exhibit 2 
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shows in tabular form the amount of mail pay received, the ton-miles of mail 
carried and the rate per ton-mile for the fiscal years 1931 through 1951. ‘The 
reduction in cost to Government from $4.23 in the fiscal year 1931 to the $0.54 
for 1951 is unique among services purchased by Government. 

A major factor in the ability of United and other carriers to reduce the cost 
of mail service to the Government has been the growth in the volume of passenger 
business, a gain in volume responsible in large measure for the reduction in over-all 
ton-mile cost to the carrier. 

In 1929, passenger traffic contributed 2 percent of United’s domestic operating 
revenues. In 1950 passenger business had increased to 81 percent of the total 
of domestic operating revenues and 74 percent of domestic revenue ton-miles. 
Exhibit 3 shows this changing relationship between passenger and mail traffic 
from 1929 to 1950. 

This legislation which you gentlemen are considering is extremely important 
to the welfare of the industry and a proper amendment to the Civil Aeronautics 
Act of 1938 will contribute substantially to the financial well-being of the airlines. 

Chairman Nyrop, in his testimony before you, stated that ‘‘Historically, the 
stock held in airline companies has not been known for high or regular dividends.”’ 
That reputation is one of the problems confronting the industry today, and is an 
important reason why the airlines should be allowed a service mail rate fairly 
priced in relation to the value of the service performed. No exact estimate can 
be made as to when the next major reequipping program of the airlines will take 
place. Much depends on progress made in developing a suitable jet transport 
for operational use. Whenever such a transport is available, and at intervals 
after that as further technological improvements are made, large amounts of new 
capital will be required. One thing we can be sure, it will be a costly program. 
Recently we made a careful estimate of how much it might take to replace United’s 
operating property and equipment at today’s prices. United has $106,000,000 
invested in property and equipment today and our study showed that it would 
take $47,000,000 more today than was actually paid at the time of acquisition, 
an increase of 44 percent, and most of United’s present equipment has been 
acquired since the end of World War II. That increase in replacement cost 
would not provide anything better or more efficient than what we have today. 
The ability of the carriers to obtain needed new capital will depend to a large 
extent on whether the investing public will have an improved picture over that 
referred to by Chairman Nyrop as an inducement to finance that growth of this 
industry. Allowance for an adequate service mail rate will do much to improve 
the investor confidence. 


THIS LEGISLATION SHOULD NOT PROVIDE SPECIFIC RATES 


One of the important issues is the question of whether Congress should set spe- 
cific service rates in any subsidy separation legislation which it may enact. Senate 
bill 1657 calls for a base rate of 42 cents per ton-mile of mail carried; with rates 
for regional or secondary air carriers at 150 percent of that figure, and rates for 
local service or feeder air carriers at 200 percent of the base rate. The basic rate 
of 42 cents per ton-mile stated in 8. 1657 is too low and should not be placed in 
effect. Such a rate does not provide adequate compensation for the service 
performed. The requirement that the base rate contained in the bill be in effect 
until July 1, 1955, and may only be revised at 3-year intervals thereafter is unduly 
rigid and inflexible and would not permit corrective action to meet changing 
economic conditions. It is United’s position that such specific rates should not 
be written into any statute enacted, but that Congress should set forth the prin- 


ciples to be followed and leave the actual setting of a rate to the Civil Aeronautics 
Board. 


THE SERVICE RATE SHOULD BE EQUIVALENT TO FIRST-CLASS PASSENGER FARES 


It has been stated that “the problem of subsidy separation is the problem of 
determining a fair price for the service performed.”’ Our proposed solution to 
that problem, as the best available at the present time, is that Congress adopt the 
principle of setting the service-mail rate at the level of first-class passenger rates 
after adjustment to reflect round trips and other promotional discounts, but 
excluding adjustment for coach service. 

In adjusting the first-class passenger rate level for the purpose of fixing a service- 
mail rate, no adjustment should be made to reflect the effect of coach fares. 
Coach operations are experimental and temporary in nature. Coach operations 
are not applicable to all communities, being essentially a selective service, and if 
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all equipment were devoted to coach service there would not be adequate space 
for mail loads. The coach rate does not serve the same promotional function as 
discounts from first-class fare levels for round trip or family plan travel. Since 
the function of these discounts is to promote first-class travel, they are properly 
a part of the first-class rate level and appropriate adjustment may be made for 
their effect in setting a related service-mail rate. 

The use of first-class passenger rates will provide the best measure obtainable 
of the value of service element in the fixing of air-mail compensation, and will 
recognize the special service and priority given to the air mail by the carrier. 
Mail rates determined under this principle could be set individually for each 
carrier, based on that carrier’s passenger yield, or could be set by appropriate 
groupings to be determined by the Board. 

Passenger rates represent the selling price of air transportation’s principal 
revenve source. Domestic passenger traffic accounted for 78 percent of the 
domestic revenue ton-miles carried by the air-transport industry in 1950. Domes- 
tic passenger revenues for the industry totaled 80 percent of all domestic operating 
revenues for the growp in 1950. For the Big Four, the figures was 77 percent and 
for all 16 trunk lines, 82 percent. From these figures it is clear that the vield 
from the entire rate structure of the industry is determined to a major extent by 
the pricing of the passenger service. 

The Civil Aeronautics Board has been subject to considerable criticism for its 
long delay in establishing permanent mail rates for the Big Four airlines, and in 
attempting to establish service rates to be used as a basis of the separation of the 
subsidy portion of total mail pay. In our opinion, this long delay has been due to 
the fact that the Board has been attempting to solve th: problem by means of the 
cost approach—an impossible task. Under these circumstances it is not sur- 
prising that the Board has encountered difficulty, and has spent a great deal of 
time on its efforts. The cost of carrying air mail simply cannot be separately 
determined as distinguished from the costs of carrying passengers, freight, and 
express in joint service. 

The base service rate for carrving air mail should not be based on, or deter- 
mined bv, a computation of costs such as was made by the Civil Aeronautics 
Board’s staff in the Big Four Mail Rate case, or as made by any other method of 
cost allocation. Air mail, passengers, express, and freight are transported in a 
joint service operation and approximately 80 percent of the resulting cost is 
commonly incurred for the common benefit of all types of services. An allocation 
of common costs between the several types of services can result in only a hvpo- 
thetical cost for each type of service, and hypothetical costs do not provide a 
proper or reasonable base for the fixing of rates. 

Furthermore, the arbitrary selection of different bases or theories of cost allo- 
cation which may seemingly be equally reasonable can produce a whole array of 
hypothetical cost levels. For example, in the current Big Four Mail Rate case, 
a variety of determinations of the cost of carrving mail were presented, ranging 
from $0.48 to $1 per ton-mile, each based on a different method of cost allocation 
with some element of apparent validitv. Such a range would hardly be con- 
sidered a stable or reliable guide upon which to base a rate. 

The premise that the cost of individual products cannot be ascertained when 
these products are simultaneously produced under conditions where a large pro- 
portion of the costs are commonly incurred, is not a new or novel concept. This 
is a well-known fact that has been, and is, recognized bv established authorities 
in the fields of economics, cost accounting, and management. This principle 
has been recognized and accepted by regulatory agencies and by the courts in 
connection with rate determination and the establishment of selling prices. 

The Civil Aeronautics Board, in various mail rate proceedings heretofore decided 
by it, has also recognized the correctness of this position. In Eastern Air Lines 
Mail Rates (3 C. A. B. 733), the Board stated (p. 760): 

“Tt should be clear from what has been said that the fair and reasonable rate 
for the respondent’s mail operation cannot be a mathematical conclusion repre- 
senting solely the cost of performing the mail service under the allocation method 
here used, but must represent instead a judgment arrived at through a considera- 
tion of cost and the other factors which we have presented, some of which are 
not susceptible to mathematical evaluation.” 

In the very first air-mail case decided by it under the Air Mail Act of 1934, the 
Interstate Commerce Commission made this statement in 206 Interstate Com- 
merce Commission 675. Speaking about air-mail compensation, the full Commis- 
sion said: ‘“‘Determination of the reasonableness of rates is not a matter of mathe- 
matical computation, but involves the exercise of an informed judgment.”’ 
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The transportation of mail by United is a joint function performed in conjune- 
tion with the furnishing of other airline services. The major part of the expenses 
incurred for the mail service are joint costs. No method of cost allocation has 
yet been devised, either by the Board’s staff or, insofar as United knows, by any- 
one else which can accurately measure the cost of providing each tvpe of airline 
service. All cost allocations are inherently unsound for rate-making purposes 
because of necessity they must be arbitrary. 

When the air carriers were under the jurisdiction of the Post Office Department, 
its accountants tried and failed to produce a satisfactory solution to this problem. 
Similarly, the Interstate Commerce Commission which had jurisdiction of air-mail 
carriers from 1934 to 1938 tried and failed to develop an adequate cost formula. 
The Civil Aeronautics Board has been laboring with allocation problems and has 
been hunting in vain for a mathematical formula to be used in determining mail 
compensation ever since the Board came into existence in 1938. In the statement 
of the Civil Aeronautics Board before the President’s Air Policy Commission, 
rendered on October 27, 1947, the Board stated: 

‘‘A service rate must take into consideration, among other things, cost and in- 
vestment allocations to the mail service. Cost allocation at best is a hazardous 
calculation. When an industry is changing as much as air transportation, the 
uncertainties of allocation are so great that the calculation of a service rate separ- 
ate from a need rate under a rigid statutory mandate would have no accurate 
basis of computation. The proposal would place on the Board an added adminis- 
trative burden only to obtain a questionable result. The Board’s energies would 
better be devoted to computing the amount of mail pay necessary to achieve the broad 
statutory objectives of the Civil Aeronautics Act’’ (p. 90). [Italics supplied.] 

Although since the date of the Board’s statement to the President’s Air Policy 
Commission, the Board has changed its position with respect to the desirability 
of ascertaining the subsidy element of air-mail compensation, there is no reason 
to believe that any basis exists for modification of the Board’s conclusion eoncern- 
ing the accuracy of any attempt to determine the cost of carryvine the mail. 

More recently, the accounting firm of Ernst & Ernst, in a ‘‘pilot studv’’ into 
the question of the separation of subsidy from service mail pay, concluded that 
“a specific cost separation between those applicable to transportation of mail and 
other services is impracticable.’’ The Supreme Court of the United States in 334 
United States 624 quoted the following statements from a text book on packing- 
house accounting: 

“The problem is one of joint cost in a business which produces no single major 
product with the result that no accountant has thus far been able to devise a 
method yielding byproduct or joint-cost figures which does not embody a domi- 
nance of arbitrariness and guesswork.” 

In the exhibits presented in the Big Four mail-rate proceeding, the Board’s 
staff has undertaken to do what those who have carefully studied the problem 
for many years say cannot be done with sufficient accuracy for use in the fixing of 
rates, 

In the current Big Four mail-rate hearing there was an abundance of testimony 
by experts to the effect that the separate costs of jointly produced products having 
a large proportion of common costs cannot be ascertained, and that under such 
circumstances any attempt at cost allocation results only in a hypothetical cost 
entirely unsuitable for rate-making purposes. 

In that case, Prof. Herbert F. Taggart, professor of accounting and assistant 
dean, School of Business Administration, University of Michican, and with wide 
experience in the field of accounting and cost accounting in business and govern- 
ment, stated on page 499 of the record: 

““My conclusion is that the method proposed (by the Board’s staff) for allocating 
costs between passenger and mail service is misleading and fallacious; further, 
that there is no objective basis for making such an allocation. * * * My 
reason for saying this is that the airline transportation industry is a joint-product 
industry, and it is an accepted accounting principle that the costs of individual 
products or services in a joint-product industry cannot be objectively determined.” 

Similar views were supported by other expert witnesses s'ch as Mr. George W. 
Chane, of Ernst & Ernst, and Professor Cunningham of Harvard. 

It would appear that Chairman Nyrop of the Civil Aeronautics Board also 
concurs with the views expressed above relating to the impracticahilitv of allo- 
cating commonly incurred costs, for on page 21 of his statement before this com- 
mittee on June 27, 1951, he stated: ‘‘For example, the separation in the carrier 
accounts of revenues and costs by types of service performed on combination 
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aircraft would itself be a tremendous burden and one which has not been accom- 
plished in other forms of regulated transportation.” 

In apparent contradiction to himself, Mr. Nyrop, on page 16 of his same state- 
ment, also said before this committee: 

‘“* * * the Board believes that the basic standard for fixing a service rate 
should be one which will provide reasonable compensation to the carrier—that 
is, it should be based on the cost of carrying the mail which includes a fair return 
on investment. 

“‘For the first time since the passage of the Civil Aeronautics Act, the Board’s 
staff in the Big Four mail rate proceeding has developed a comprehensive and 
fully integrated determination of the cost of the mail service for this group of 
carriers.”’ 

This assertion cannot be let go unchallenged. The Board’s staff cannot have 
determined something that is incapable of being determined, no matter how 
comprehensive and fully integrated be their calculations and allocations. 

Apart from the unsoundness of the basic premise relied on by the Board’s staff, 
that the cost of the mail service can be determined, the method developed by the 
Board’s staff for determining the hypothetical cost of the mail service, as outlined 
in Mr. Nyrop’s testimony, is unsound for many additional reasons. 

1. The Board’s method assumes in error that the Big Four are comparable for 
purposes of cost determination. I will amplify this point later. 

2. The method bases disallowances and adjustments in reported revenues, costs, 
and investment on the arbitrary after-the-fact judgment of the Board’s staff, 
persons who were not intimately or directly familiar with the problems and facts 
that were known to management at the time management had to make its de- 
cisions. The honesty, economy, and efficiency of management cannot be properly 
measured on the basis of hindsight. 

3. The Board’s method is based on a grouping of costs which is not practical on 
the basis of the accounting records and methods that were used. 

4. The methods of allocation used by the Board do not provide adequate recog- 
nition in the hypothetical mail costs of the stand-by space that must be provided 
to accommodate widely fluctuating mail loads. 

5. No provision is made for the recognition of sales, promotion, and advertising 
costs, either directly for the promotion of air mail or for the purpose of increasing 
the volume of the nonmail traffic, which in turn reduces total unit cost. 

6. The Board’s method of allocation makes use of a series of cost apportion- 
ments and allocations based upon allocations, resulting in the compounding of 
assumptions. 

7. The method of allocation used by the Board’s staff has the effect of charging 
the passenger service with the cost of the unused mail and cargo space in the cargo 
compartments. Passengers cannot be accommodated in the cargo space. 

8. And, lastly, after all of their comprehensive and fully integrated calculations 
and allocations, the Board’s staff has only determined a hypothetical cost of carry- 
ing mail, not realistically related to the facts of actual operation with respect to 
any one of the Big Four. 

I would like to amplify my comment on several of the foregoing points having 
to do with the Board’s assumption that the Big Four are comparable for the pur- 
pose of determining the cost of carrying the mail; and the methods used by the 
Board in attempting to separate joint costs in its determination. 

Basie to any determination of the cost of carrying mail as determined by the 
Board’s staff is the necessity for demonstrating that the carriers are sufficiently 
comparable in all respects to justify the finding that their costs should be identical. 
The Board’s staff did not establish this fundamental premise. There is no reason 
why their costs should be identical or even reasonably identical. Moreover, no 
valid comparison of expenses for the Big Four is possible because of the differences 
in their organization and in their accounting treatment of various expense items. 

The Board’s staff has assumed that the Big Four are comparable in all respects 
and should have identical unit operating costs. As long as companies are managed 
bv men and not by robots, there are bound to be differences in experienced costs 
There is no one way in which to manage a company. One management may take 
a long-range viewpoint toward its operations while another company may he 
governed by short-range considerations. Different cost patterns will necessarils 
result, and yet who is there to say at the time such action is taken that one 
management is right and the other uneconomical and inefficient. Some of the 
advantages of competition acknowledged by the Board lie in these very differences. 
There is no statistical approach to costs which can account for these differences 
in management. The theory that dollars and cents per unit of output is a com- 
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plete measure of efficiency has a basic fault. Such a measure ignores the fact 
that the expenditure of funds is based upon the particular problem to be solved. 
If the problem is one of major proportions, the expenditures required to meet it 
may be substantial. However, although the amount spent may be large, it may 
be expended in a completely efficient manner. An airline in the face of fast 
and convenient rail competition may be required to spend much greater amounts 
for advertising and publicity to develop any appreciable amount of air travel 
than an air carrier with weaker competition. Such greater expense does not 
reflect inefficient management. There is no indication in any of the exhibits 
prepared by the Board’s staff that an attempt has been made to evaluate the 
reasons for variations in management policy which may exist in the operation of 
various air carriers or the problems confronting management which may affect 
any particular expenditure or any particular cost level. Once again, the statistical 
approach of the Board’s staff to the cost of the Big Four carriers constitutes simply 
recourse to the philosophy of hindsight. No sounder philosophy exists than that 
expounded by the Supreme Court in the U. S. v. Bell Telephone Company (167 
U. S. 224), where the court said at page 261: ‘“* * * A wisdom born after 
the event is the cheapest of all wisdom. Anybody could have discovered America 
after 1492.” 

The Board’s efforts to allocate costs to the mail service are based, for the most 
part, upon the revenue ton-miles performed in each form of service. The 
inaccuracy of this method of allocation has long been recognized. The Board, 
itself, in various cases, has pointed out the inadequacy of this allocation device 
The defects of the revenue ton-mile method of allocation have also been empha- 
sized in the preliminary Ernst & Ernst report submitted to this committee. 

Under this approach, used by the Board’s staff, the capacity of the aircraft is 
so divided that part of the unused capacity of the cargo compartments is charged 
to the passenger service. This is clearly unrealistic. Passengers cannot be loaded 
in the cargo space although the mail can be and is carried in the passenger com- 
partment. 

United submits that if any allocation of costs between full-fare passenger and 
mail services is to be made, all of the cargo space, exclusive of that required for 
baggage, should be assigned to mail, and all passenger space should be assigned 
to the passenger service. This gives recognition to the fundamental fact that the 
airplane has been designed with certain space for the use of passengers and certain 
space for the use of mail. 

The use of the principle of basing service mail rates on the level of passenger fares 
has a number of advantages. First, setting of such a standard in any statute to 
be enacted would permit delegation of exact rate determination to the Civil 
Aeronautics Board which would have the ability to set rates within the framework 
of this statutory principle. The function of administration of the service mail rate 
structure would rest with a specialized administrative agency also charged with 
the administration of subsidy payments. The Board would be free to adjust the 
base-rate level as changes were made in the passenger-fare level, and would be 
able to establish whatever classes or groupings of carriers to be required by differ- 
ing passenger yield levels. 

Experience indicates the need for stability in a service or base mail rate. Relat- 
ing such a rate to the first-class passenger-fare level will provide that stability but 
will also permit adjustment to meet changing economic conditions. It is proper that 
passenger and mail traffic be considered alike when rate adjustments are necessary 
to meet such changed conditions. Just as it is not proper for one class of traffic 
to bear the entire burden of a rate increase, neither should one benefit at the 
expense of the other when a reduction is in order. The principle of maintaining 
relationship between the two will both preserve equity and permit flexible adjust- 
ment from time to time. 

Second, a primary advantage of this proposal is the elimination of need for basing 
tne service mail rate on a cost allocation approach, which is subject to all of the 
defects previously outlined. 

Third, the use of the passenger-fare level as a base provides a realistic measure 
of value of service for fixing a service rate of mail pay. Value of service is that 
factor which determines what the consumer or user is willing to pay for a product 
or a service. It is the price which is determined by the forees of supply and 
demand, by the free competition of the market place. Value of service considera- 
tions in the ease of air mail cannot be established directly, since the natural forces 
of supply and demand are artificially restricted by the presence of only one cus- 
tomer, the Post Office Department. Since this restriction of normal economic 
forces prevents direct ascertainment of the value of service, we must turn to the 
passenger-rate level as a guide. Representing the price of the air transport 





398 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


industry’s principle revenue source, it is determined to a large extent by the free 
play of economic forces. It is applicable to the mail service since the majority 
of mail uses same type and character of service as does the first-class passenger. 

Tying the service mail rate to the first-class passenger-rate level will be an in- 
centive to the carriers to provide adequate space for mail without concern for dis- 
placing passenger business and will help compensate for the priority given the 
mail service. 

There is historical precedent for relating the mail rate to the passenger-fare level. 
The first rate identified as a service rate for United was established effective Jan- 
uary 1, 1943, at 60 cents per ton-mile, which was the approximate level of the 
passenger rate at the time. When a 45-cent service rate for mail was fixed, 
effective January 1, 1945, it was definitely related to a reduction in the passenger 
fare of 4% cents a mile. Upon establishment of sliding-scale mail rates, effective 
January 1, 1948, passenger rates were at approximately the same level, having 
been increased in the meantime. The related movements of these rates is signifi- 
cant and offers precedent for the principle proposed. 

It may be argued that the existence of subsidy carriers indicates that passenger 
rates are not sufficiently high to meet costs and are unrealistic for those carriers 
as a base rate for mail compensation. The passenger-rate structure of the Big 
Four carriers does bear an economic relationship to the domestic revenue ton-mile 
costs of those service-rate airlines. An examination of domestic revenue ton-mile 
costs for the Big Four shows that the domestic passenger yield has provided a 
margin above domestic revenue ton-mile cost each year in the period 1946 through 
1950. The relationship is as follows: 


Big four | 
domestic | Big four 
passenger | domestic 
yield per revenue 
ton-mile ton-mile 
excluding cost 
coach 


Cents Cents 
46. 97 46. 57 
52. 63 51.31 
60. 29 54. 89 
60. 96 50. 38 
60. 33 44. 60 


It is recognized that the level of passenger rates may not be sufficiently high to 
meet total revenue ton-mile costs of certain regional or local carriers. It would 
appear that this deficiency is one appropriately met by subsidy pay. 


COMMUNITY APPROACH SHOULD NOT BE THE BASIS FOR SUBSIDY PAYMENTS 


Senate bill 1657 in section 406 (e) provides that each carrier seeking subsidy 
payments shall state in detail the amount of the subsidy payments which it re- 
quires; the places served by the carrier which will be served at a loss, with such 
loss to be determined according to procedures prescribed by the Board; the amount 
of loss attributable to each place served; and the amount of payment requested 
which should be attributable to each loss station. 

There are a number of disadvantages to the community basis of subsidy meas- 
urement. In our opinion this method does not give proper recognition to the 
over-all national interests of defense, commerce, and the postal service. The 
development of air transportation is above all a national benefit and any method 
of subsidy measurement confined to a restricted local view will not reflect this 
broader benefit and justification important to the Nation as a whole. Develop- 
ment of new-type jet transports and the improvements in landing and naviga- 
tional aids at major airports seem to have little relationship to the provision 
of local service to the smaller community, yet the community approach appears 
to tie such developments to the local service level. 

Supremely important in these times is the role of the air transport industry in 
national defense. The community approach to measurement of subsidy cannot 
adequately reflect the value of this contribution. 

Section 406 (e) subparagraph (1) of Senate bill 1657 prescribes certain standards 
for the making of subsidy payments, and refers to the national defense and the 
foreign and domestic commerce of the United States. In United’s opinion, the 
interest of the postal service cannot be separated from the determination of sub- 
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sidy pay, and language reflecting the postal-service element in subsidy should be 
restored to this section. In certain instances a subsidized service may be in 
operation primarily to provide mail schedules where other traffic is insufficient 
to justify air-transportation service. In such a case service mail pay may not 
be adequate to meet the apparent cost of serving the station and subsidy pay 
would be required—a subsidy directly related to the needs of the postal service. 
Under the language of the section as it now stands, subsidy pay could not properly 
be granted to meet this situation. 

The difficulty of accurate determination of subsidy by individual airline station 
is another compelling reason why we cannot accept community measurement of 
subsidy. It will be remembered that Ernst & Ernst rejected the use of cost allo- 
cation as a basis for determining the cost to the carriers of transporting the air 
mail. In their report of January 18, 1950, covering a preliminary study on 
Methods of Compensation for the Carriage of Air Mail, and for the Operation of 
Air Transportation Service Essential to the Public Interest, Ernst & Ernst state: 

“The greater portion of operating costs are joint costs applicable to all services 
and it should be recognized that a specific cost separation between those applicable 
to transportation of mail and other services is impractical.”’ 

Fundamental to the community method is just such an allocation of costs 
between airline stations, an allocation which is no more practical than the attempt 
to make a cost separation by type of service, and if anything, somewhat more 
difficult. Added to the problem of allocating costs is the necessity for allocation 
of revenues, which introduces a whole new set of assumptions into an already 
complex equation. The error in a final answer is multiplied by this additional 
need for allocating revenues between stations. Revenues and expenses in the 
airline industry are not generated by a single station, but arise from the operation 
of the entire airline system, which in the case of United Air Lines is composed of 
71 highly interdependent stations forming a closely linked network. 

On page 10 of their report entitled ““Report on Survey Covering Certain Aspects 
of Separation of Compensatory Mail Pay From Total Mail Payments to Domestic 
Airlines,” Ernst & Ernst state the following qualifications with respect to use of 
their study: 

“In view of the assumptions prescribed in performance of this survey, it should 
be recognized that ‘Compensatory mail pay’ and ‘Subsidy’ in our report are used 
in a somewhat qualified sense, since the amounts associated therewith can only be 
regarded as reasonable approximations, determined as outlined in the following 
paragraph (C-1). They should not be considered precise determinations of fair 
compensation for services performed in the carriage of mail and of ‘“‘subsidies’’ 
paid to the respective carriers.” 

Throughout the course of the Ernst & Ernst study numerous arbitrary methods 
had to be employed to allocate costs or revenues by airline station. The number 
of such allocations is so great, and the probability of error so controlling as to cast 
grave doubt on the value of the result in the case of any given individual station. 
I should like to emphasize that “reasonable approximations” are not suitable for 
rate making. 

Senate bill 1657 provides that carriers seeking subsidy shall in any petition for 
such subsidy state the places served by the carrier which will be served at a loss 
during the future period for which subsidy is required, and shall also state the 
amount of such loss attributable to each nonprofitable station as well as the amount 
of subsidy payment required for each such losing station. In view of the difficul- 
ties and inaccuracies inherent in a determination for a past period, such as in the 
study already made by Ernst & Ernst, forecasting of such subsidy needs for the 
future on an individual station basis would be doubly difficult if not impossible. 
Past mail rate case forecasts by the Civil Aeronautics Board have proved to be far 
from correct on a system basis. The detailed breakdown, station by station, of 
forecast subsidy need would be so unrealistic as to be useless. 


A PETITION FOR SUBSIDY SHOULD NOT JEOPARDIZE CERTIFICATES OF CONVENIENCE 
AND NECESSITY 


I believe it essential that a change be made in the requirement in the bill under 
section (e), subparagraph (2), which states that the holding of a certificate of 
public convenience and necessity shall not be deemed to be conclusive as to the 
justification of subsidy to enable the carrier to contimue to previde a service. 
Similarly, objection is made to the provision that a final order denying such pay- 
ment shall be accompanied by an order authorizing abandonment of service. 
The denial of subsidy and the authorization for abandonment under this section 
present certain clear dangers to the certificated structure of the airline system. 
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Jeopardizing of the structure without the protection of convenience and necessity 
hearings would shake investor confidence and seriously hamper the ability to 
raise capital. 

The inaccuracy of the system of cost allocation necessary to the identification 
of subsidy need by community is a primary reason why such cost and revenue 
figures should not be used as a guide to possible denial of subsidy and abandon- 
ment of service to a particular point. Even if the calculated result were reason- 
ably accurate, the method of computation does not provide a proper measure of 
the effect of terminating service. In the previously quoted ‘‘Report on Survey 
Covering Certain Aspects of Separation of Mail Pay From Total Payments to 
Domestic Airlines’ —Ernst & Ernst state at page 22: 

“Tt should be recognized that elimination of stops will not result in savings equal 
to the unit stop costs shown, inasmuch as these amounts contain elements of 
continuing fixed costs. This point is emphasized to avoid application of such costs 
for purposes other than those intended in the survey.’’ [Italics supplied.] 

If calculacions showed that services at a particular point were unprofitable 
and the Board decided to withhold subsidy pay, it does not follow that the airline 
would be benefited by terminating service to the station in question. The carrier 
might find that revenues lost by closing the station would exceed the total savings 
from such closing, since the contribution of the station to the spread of system 
costs would not be correctly reflected in the calculated result from allocating 
subsidy need. 

Certainly the prospect. of denial of subsidy pay by administrative action will 
discourage long-term investment by carriers needed to develop traffic at marginal] 
stations. Faced with possible inability to obtain subsidy pay at any time in the 
future and having only the alternative of abandonment, a carrier could be expected 
to avoid investment in facilities required to develop traffic and promote progress 
toward self-sufficiency. Investors would be hesitant to provide funds for such 
a purpose. The effect would be just the opposite of progress toward subsidy 
reduction intended by the authors of this legislation. 

Without adequate procedural safeguards another effect of subsidy pay denial 
and authorization for abandonment as called for in this bill could be the creation 
of competitive nonstop operations and impairment of the value of certificates 
Competitive nonstop service could be created by denial of subsidy pay and 
authorization to abandon being given to a carrier now required as a condition of its 
certificate to serve an intermediate point or points between two major terminals. 
Removal of the necessity to make these stops through denial of subsidy and 
authorization to abandon service at the intermediate stations would or could 
create nonstop operations not contemplated or specifically restricted at the time 
of granting of the certificate of public convenience and necessity, and would lead 
to destructive competition and ultimately to increased subsidy need. 

Denial of subsidy could also be used to force refashioning of route structures 
without regard to public convenience and necessity considerations and with 
resulting serious impairment of the fundamental value of certificates. It is 
possible under this bill that by refusing subsidy pay to a carrier and by granting 
subsidy to a competing carrier, the Board could compel the first carrier to abandon 
a route or portion of a route on which it held a certificate as pioneer operator 
The separation of subsidy is not intended and should not be used in a way so as 
to make such a result possible. 

Over-all, it is United’s position that the disadvantages of the community 
method are great and it is recommended the provision in the bill which calls for 
distribution of subsidy by community be eliminated. 

There has been some discussion in these hearings of the propriety of allowing 
advertising and promotional costs in the determination of a service mail rate 
It has been argued that since Congress has not appropriated funds to the Post 
Office Department for advertising purposes, such promotional expenditures by 
the air carriers for the purpose of stimulating use of air mail or for the develop- 
ment of other traffic should not be recognized. We believe that such promotiona 
costs are proper and should be allowed in the fixing of a service mail rate. Such 
advertising and other promotion of air service serves to increase traffic volumes, 
which tends to reduce unit costs and ultimately permits reductions in rates which 
is a direct benefit to the air mail service. In a decade in which the cost of prac- 
tically everything has gone up, the cost to the Government of moving air mai! 
over trunkline carriers, has gone down. Such reduction in rates of mail com- 
pensation paid to trunkline carriers by the Government would have been wholly 
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impossible in an inflationary decade except for the reduction in unit costs resulting 
from the development of large volumes of nonmail traffic. United’s promotion of 
the air mail service has been carried on in close cooperation with the Post Office 
Department, which has worked with United toward achieving a maximum use of 
air mail service by the mailing and shipping public. Advertising and promotional 
costs are regarded generally as a proper economic cost of doing business, with 
recognition that such costs are more than recovered by the economies of larger 
volume. It is just such economies which have permitted the lowering of mail 
rates over the years, economies made possible largely by promoting the growth 
of the passenger business. It is common practice to allow such expenses by local 
public utilities, where the advertiser enjoys a monopoly but where the soundness 
of promotional expenditure to increase utilization of service is recognized. 

In an effort to be of assistance to this committee in attaining its objectives and 
for the reasons stated above, there is attached hereto as appendix A a summary of 
suggested changes in the provisions of the bill which would give effect to the com- 
ments and recommendations we have made. 


APPENDIX A 


The following comments contained in this appendix are directed specifically to 
the provisions of 8. 1657 now under consideration. 

1. As covered in the preceding general statement, it is believed that no attempt 
should be made to specifically fix the service mail rate by congressional legislation 
but rather that such rate should be fixed and determined by the Civil Aeronautics 
Board. However, for reasons already stated, United also believes that the service 
mail rate should be specifically related to the level of the first class passenger 
fares or yield which, in United’s opinion, represent an appropriate measure of the 
value of service attributable to the mail transportation. The following language 
represents one way of expressing the approach which United believes should be 
followed by this committee: 

“Effective June 30, 1952, each air carrier holding a certificate of public conveni- 
ence and necessity authorizing the transportation of mail by aircraft should be 
paid for the transportation of mail by aircraft on the basis of a service rate per ton- 
mile of mail carried, to be fixed and determined by the Civil Aeronautics Board. 
For domestic transportation of mail by aircraft such service rate shall be equivalent 
to the average yield per ton-mile received by the certificated domestic air carriers 
for regular, first-class transportation of passengers in domestic transportation: 
Provided, however, that the Board may establish classes of air carriers for the 
purpose of determining the average yield per ton-mile received for the transporta- 
tion of passengers applicable to such class of carriers and may fix the service rate 
for the transportation of mail for such class or classes of air carriers equivalent to 
the applicable passenger revenue vield for such class.”’ 

This language gives the Board some leeway to classify carriers and to fix different 
service rates by classes of carriers if there are significant differences among carriers 
in the value of service for passenger transportation as reflected by the passenger 
yield. It isnot contemplated that every minor change in the passenger yield would 
necessitate an adjustment in the mail rate but such changes would occur only 
when substantial changes in passenger fare levels take place. Some additional 
language expressing this thought would undoubtedly be necessary. 

2. With respect to the determination of the service rate for the foreign trans- 
portation of mail, United wishes to point out that the present language proposed 
in 8. 1657 does not define the method of determining the ‘‘average postage revenue” 
received by the Post Office Department from the foreign transportation of mail. 
Unless the present language is modified to include such a definition it is highly 
likely that a great deal of controversy will take place in connection with the ad- 
ministration of this part of the act. 

3. The language of the bill should be amended so that it will be clear that the 
minimum weight of 100 pounds of mail shall apply to each flight on which mail is 
authorized to be transported. 

4. With respect to the present proposal to adjust the mail rates at 3-year 
intervals, reference is made to paragraph 1 above, which suggests that the mail 
rates should be revised whenever there are substantial changes in the level of the 
passenger fare. Ifthe proposal to relate the service mail rate to the average of 
the passenger yield is adopted, the Board should have the authority to modify the 
service mail rate from time to time whenever substantial changes occur in the aver- 
age passenger yield. The Board should not be limited to modifying the mail 
rates at stated periodic intervals. 
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5. United believes that the definition of “domestic transportation” should be 
amended by eliminating the following language: ‘‘when such place in Canada is 
the terminating point of such transportation.”” We assume that it is the intention 
of the bill that a carrier which moves mail from San Francisco to Vancouver for 
transfer to another carrier for onward movement to some point beyond Vancouver 
should be reimbursed for the movement of that mail between San Francisco and 
Vancouver at the domestic rate. However, the above-quoted language would 
cast some doubt on this interpretation since the terminating point of the mail is 
not Vancouver. By deleting this language, transportation means the movement 
of the mail from place to place without regard to the ultimate origination or termi- 
nation of the mail itself. 

6. United believes that the language relating to the fixing and paying of addi- 
tional compensation for essential air transportation should closely follow the 
language now contained in section 406 (b) of the Civil Aeronautics Act of 1938 as 
amended. Upon petition of any air carrier holding a certificate of public conven- 
ience and necessity authorizing the transportation of mail by aircraft or upon its 
Own initiative, the Board should be empowered and directed to fix and determine 
from time to time, after notice and hearing, such additional compensation which, 
together with all other revenue of the air carrier, including the service mail pay- 
ment fixed and determined elsewhere by the act, will enable such air carrier 
under honest, economical and efficient management to maintain and continue 
the development of air transportation (including the introduction of new and 
improved types of commercial aircraft) to the extent and of the character and 
quality required for the commerce of the United States, the Postal Service, and 
the national defense. In fixing and determining the additional compensation 
provided for under this subsection, the Board should be empowered to prescribe 
the method or methods for the payment of such compensation, to fix different 
amounts or rates of compensation for different air carriers or classes of air carriers, 
and to make the payment of such additional compensation effective from such 
date as it shall determine to be proper to carry out the objectives of this part 
of the act. 

7. For reasons set forth in the general statement, United opposes the suggestion 
that the additional compensation to be paid for maintenance of essential air- 
transportation services should be measured on a community basis. Elimination 
of this approach would permit simplification of that part of the bill prescribing 
the contents of petitions required to be filed for additional compensation. 

8. United strongly believes that the present section 406 (e) (2) of S. 1657 should 
be deleted in its entirety. As previously noted, this provision appears to represent 
an attempt to confer upon the Board the authority, through the rate-making 
function, to substantially modify existing route structures even though created by 
permanent certificates of public convenience and necessity. If such power is to 
be conferred upon the Board it should be done so directly and the issue faced 
squarely. As yet Congress has not seen fit to attempt any modification of the 
permanent character of certificates of public convenience and necessity created 
by the Civil Aeronautics Act. The modification of the present route structure 
involves questions relating to public convenience and necessity and should be 
considered in proceedings of that character rather than in rate proceedings. 

9. For the reason that the community approach to the determination of the 
necessary additional compensation for the maintenance of essential or transporta- 
tion services is not sound or practical, section 3 of 8. 1657 should be deleted in its 
entirety. 

10. 8. 1657 as now proposed failed to make any provision for the continuity 
of mail rate or subsidy legislation between the time of possible enactment of 
S. 1657 and June 30, 1952. Language should be adopted which would make 
S. 1657 effective July 1, 1952, and provide that the present section 406 of the 
Civil Aeronautics Act of 1938, as amended, shall remain in full force and effect 
until the effective date of the new legislation. 
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Exuisit No. 1 


UNITED AIR LINES, INC. 


COST OF LIVING vs. UNITED'S 
PASSENGER AND MAIL RATES 


1929 - 1950 
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Exuisit 2 
United Air Lines domestic mail rate, fiscal years 1931-51 


| 
United’s 
mail ton- 
miles 


United’s 


Fiscal year mail pay 


6, 965, 000 
5, 313, 000 
2, 330, 000 
3, 048, 000 
3, 220, 000 
3, 317, 000 
3, 345, 000 
3, 695, 000 
3, 942, 000 
3, 865, 000 
4, 660, 000 
6, 054, 000 | 
8, 083, 000 | 
10, 869, 000 | 


5, 61: 8, 031, 000 
7, 771, 000 10, 211, 000 
6, 758, 000 11, 008, 000 
7, 929, 000 14, 654, 000 











Source: 1931-35 from United’s Co. records, calendar years; 1936-49 from Civil Aeronautics Board recurrent 
reports and annual airline statistics, fiscal years; 1950-51 from United’s Co. records, fiscal years. 


EXHIBIT 3 


Domestic passenger and mail revenues and ton-miles as a percent of total domestic 
operating revenues and ton-miles, 1929-50 


{In thousands] 


| 
Percent of! Percent of 
| total ton- | aoe | total ton- 
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| revenues | *~ revenues 
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5, 845 | 
5, 254 | 
5, 570 
7, 622 
11, 173 
13, 592 
15, 198 
18, 760 
22, 773 
27, 437 
48, 356 
56, 905 
63, 798 
72, 389 
77, 959 
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Source: United Air Lines Co. 


Exnipit 4 


HISTORY OF SELECTED UNITED AIR LINES REVENUE, COST, AND VOLUME RELATIONSHIPS 


1929-1950 


SYSTEM 


OOmeESsSTIC 
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Mr. Barxes. We appreciate the opportunity extended us to make 
these statements to you, sir. 
The CuarrmMan. Thank you very much, sir. 


We will now hear from Mr. J. H. Carmichael, president of Capital 
Airlines, 


STATEMENT OF J. H. CARMICHAEL, PRESIDENT, CAPITAL 
AIRLINES 


Mr. Carmicuaret. Mr. Chairman, I would like to start by saying 
that my name is J. H. Carmichael. I am president of the Capital 
Airlines, a Delaware corporation with headquarters at the National 
Airport here. 

I would like to thank you and the committee for allowing me to 
present Capital’s views in relation to the several bills presently before 
Congress on this subject. I have a prepared statement, copy of which 
I believe you have, and which I should like to read. I am most willing 
to answer any questions»you may have as to Capital’s position. 

Capital Airlines is very much interested in this matter of separating 
mail pay from subsidy. We have been doing our utmost to eliminate 
our subsidy, and in the past several years we have made substantial 
progress in that direction. 

Capital’s air-mail revenue has been reduced during the past several 
years as follows: A 7-percent reduction in 1949 from 1948, a 16-percent 
reduction 1950 from 1949; and a 53-percent reduction for the first 6 
months of 1951 from the same period 1950. Those percentages con- 
verted to dollars for the same years represent the following amounts: 
1949 reduced from 1948_______- 6 $337, 646 
1950 reduced from 1949 750, 437 
1951 reduced from 1950 (first 6 months).................--.-... 1, 171, 029 


We have used the first 6 months of 1951 because they are actual 
figures. Our best estimates, however, for the full year of 1951 indi- 
cate a mail payment to Capital of $1,500,000 as compared to the 
$4,567,313 received by Capital Airlines in 1949 and used in the 
Ernst & Ernst report. We will obviously continue to work toward the 
complete elimination of our subsidy. 

Irrespective as to whether or not Capital is considered to be a 
subsidized carrier, we have a very strong desire to see that any separa- 
tion of subsidy be effected only by a fair and equitable method. 

Therefore, Capital Airlines has directed its attention to the methods 
of separation which have been proposed. 

(a) We have carefully studied 5. 1657 recently introduced by Sena- 
tor Johnson. 

(6) We have given careful attention to the prepared statement which 
Chairman Nyrop, of the Civil Aeronautics Board, presented to this 
committee on June 27. 

(c) We have reviewed the proposal of Representative Hinshaw— 
which he made recently to this committee—for mail rates based upon 
the pounds of mail put on board. 

(d) We have studied the statement of Mr. Tipton, general counsel 
for the ATA. 

(e) And we are generally familiar with the other methods of separa- 
tion which have been proposed from time to time. 
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Capital Airlines has formed some basic conclusions as to the methods 
to be used in separation. To avoid repetition of the detail which has 
already been supplied by other witnesses, we will simply state our 
basic premises, and we will explain briefly how those premises affect 
Capital Airlines. 

Our first basic belief is very important, and from our standpoint 
I cannot emphasize it too strongly. It is simply this: We believe it 
would be very unfair for either a statute or the CAB to classify carriers 
with different compensatory mail rates for different classes of carriers. 

Capital Airlines, for example, is a short-haul carrier which competes 
directly with the Big Four long-haul carriers for approximately 50 
percent of its mail traffic. If either Congress or the CAB should 
classify Capital as a regional carrier with a 63-cent mail rate—as 
against a 42-cent rate for the Big Four—the Post Office would have an 
immediate and strong incentive to send its mail via the Big Four— 
and not via Capital. 

We use these figures of 63 cents and 42 cents because they are the 
ones used in 8. 1657. 

Our conclusions would apply to any other figures creating a differ- 
ential between carriers. Undoubtedly the Post Office would sharply 
reduce the amount of mail shipped over Capital, and Capital would 


therefore receive very little compensatory mail pay. Furthermore, 


under 8. 1657, the Post Office could refuse to designate any of Capital’s 
competitive schedules for the transportation of mail. If the Post 
Office should so refuse, Capital would receive no mail on those com- 
petitive routes. 

Capital is only one of many carriers confronted by this serious 
difficulty. Every one of the smaller trunk carriers other than the 


Big Four has one or more important route segments where it competes 
with the Big Four. On these many important segments, we would be 
faced with the impossible task of trying to obtain mail traffic at a 
63-cent rate when the Big Four could offer a 42-cent rate. To illus- 
trate this all-important point, | want to give you an example for each 
and every one of the smaller trunk lines: 

1. Capital: As I said before, approximately 50 percent of our mail 
traffic is directly competitive with the Big Four. Nearly all this mail 
traffic would be lost to us if the Big Four should have a lower rate 
than Capital. 

2. Braniff: Competes with TWA between Chicago and Kansas 
City, and competes with American between Chicago and Dallas- 
Fort Worth. 

3. Chicago & Southern: Competes with American between Chicago 
and St. Louis. 

4. Delta: Competes with Eastern between Chicago, Atlanta, and 
Miami. 

5. National: Competes with Eastern on the New York-Miami 
route. 

6. Northwest: Competes with American and United on several 
important route segments. 

7. Western (Inland): Competes with United and TWA all along 
the west coast. 

8. Northeast, Colonial, Mid-Continent, and Continental, the re- 
maining smaller trunk-lines, all have segments competitive with the 
Big Four. 
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These are just a few of many possible examples. They show clearly 
that a classification of carriers (with a higher rate for these smaller 
trunk lines than for the Big Four would actually work a severe hard- 
ship on most of these smaller carriers. Obviously, the Big Four 
would get all the mail traffic on many competitive segments, and the 
smaller trunk carriers would get none. 

The same thing would be true of the local feeder carriers in many 
instances. How could the local carriers hope to carry mail at an 
84-cent rate where they compete with the smaller trunk lines and with 
the Big Four, all of whom would have substantially lower rates? 
Furthermore, any classification which would indicate that it costs 
C apital more to carry the mail between any two competitive points 
than it does any of the Big Four between those same points, is untrue. 
It thus places Capital in the position of being a high-cost carrier when 
comparisons are made even though just the opposite may be true. 
The possibility of detrimental interpretations in the minds of the 
investing public and the financial world is most probable and can only 
work to the ultimate injury of Capital’s sound future development. 

Therefore, the classification of carriers—although undoubtedly 
proposed w ith the idea of helping the smaller carr iers—would ac tually 
injure these carriers and would be unfair and unjust. 

In an effort to eliminate this basic inequity in a constructive way, 
Capital has studied many alternative plans. We have concluded there 
is only one proper solution, and that solution is reached through the 
fundamental economics of transportation. 

We all know that it costs substantially more per ton-mile to carry 
short-haul traffic than it does to carry long-haul traffic. We all know 
that it costs substantially more per ton-mile to carry several small 
packages than it does to carry one large package. These are funda- 
mentals of transportation, recognized by everyone. They are just as 
applicable to the transportation of mail as they are to other forms of 
property. Indeed, they are probably more applicable here because 
of the great extremes which exist in the length of haul and poundage 
of mail carried by various carriers over various routes. The following 
table clearly demonstrates this point: 





i | | | 
| — | | Average length | 
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Capital Airlines believes that a proper separation of compensatory 
mail pay can be made only by applying these well-recognized princi- 
ples. In other words, we believe the Government in shipping mail on a 
compensatory rate should stand in the same shoes as a shipper of 
property who pays a rate based upon the length of haul and the 
weight of his shipment. On this basis,we are convinced that we can 
carry mail at a compensatory rate as low as that of any other carrier. 
Take, for example, our service between New York and Pittsburgh 
where we compete with TWA. 

If you were to determine compensatory mail rates for both Capital 
and TWA for the New York-Pittsburgh service alone, applying the 
fundamentals I have mentioned, you would find that this segment is a 
relatively short haul and has comparatively light shipments of mail. 
We are quite convinced the TWA rate would be just as high as Capitals 
The TWA rate for New York-Pittsburgh mail would be much higher 
than T'WA’s present rate on a system basis, and based on that rate 
Capital would get its fair share of the mail traffic. This same situation 
would apply in every instance where Capital competes with the 
Big Four. 

Thus we believe it essential to have one uniform compensatory mail 
rate structure for all domestic carriers. This rate structure should 
on a graduated basis, with distance blocks and weight blocks, so as to 
provide a high return per ton-mile for short -haul,, light-weight ship- 
ments and a lower return per ton-mile for long-haul, heavy y shipments. 
Such a graduated rate would be in keeping with general rate-making 
principles for freight and express. It would recognize and compensate 
the higher cost of short-haul and light-weight shipments. At the same 
time, it would give the small trunk lines and the short-haul carriers a 
fair opportunity to carry the mail in competition with the Big Four, 

Therefore, if Congress is to enact a separation statute, we urge that 
Congress direct the CAB to establish the one compensatory rate 
structure applying to all carriers, which we have in mind. The rate 
should be based on the cost variations we have mentioned and other 
rate-making factors. It should be stated as one rate with distance 
breaks and weight blocks. The distances to be employed in this or 
any compensatory rate should be either the great-circle mileage be- 
tween origin and destination, or the shortest certificated route be- 
tween those points. In other words, the rate should not be determined 
via all intermediate points of the carrier carrying the mail, unless that 
is the shortest route. This is an important matter to Capital because 
we have so many intermediate points. We do not want those inter- 
mediate points to give us a higher rate between terminals than our 
competitors would have. 

Also, the rate should make provision for transfer mail to receive a 
through rate based on its sakek coueaier by air. Capital Airlines, for 
example, has always carried a substantial amount of mail to Chicago 
for transfer to other carriers for points west of Chicago. If the 
compensatory rate were so worded as to charge two local rates for this 
mail, the Post Office would have a strong incentive to send the mail 
on one through carrier, thereby getting the lower through rate but 
probably delaying the mail. Capital and other carriers have long 
published through rates to avoid any such loss of regular property 
traffic. Capital asks that the compensatory mail rate structure do 
the same. 
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Capital Airlines favors the recent proposal of Representative Hin- 
shaw with certain modifications which I will explain. You will recall 
that Congressman Hinshaw proposed a compensatory mail rate which 
consisted of a flat rate per pound regardless of the distance the mail 
is hauled by air. 

This formula for the first time recognizes the “terminal factor’ and 
provides the necessary high rates per ton-mile for short haul, with 
decreasing rates per ton-mile as the haul becomes longer. Mr. Hin- 
shaw’s formula has the additional advantage of simplicity. An air- 
line loads X pounds of mail. The airline is then paid X pounds 
multiplied by the flat rate per pound. It’sassimpleas that. Capital 
Airlines believes these features of the Hinshaw plan have considerable 
merit. 

However, we do differ with Mr. Hinshaw on several phases of his 
over-all proposal, and we urge that these phases be modified in the 
event Congress enacts a statute based on his idea. You will recall 
that he proposed two different rates per pound; first, a rate of 25 
cents per pound for the Big Four, and second, a rate of 50 cents per 
pound for all other carriers “(including Capital). For the competitive 
reasons, which we have already discussed in detail, ¢ ‘apital believes 
it would be unfair to the smaller carriers to have these two different 
rates. As we pointed out before, two rates could only result in the 
Big Four carrying all the mail on the many competitive segments, to 
the great detriment of the smaller carriers. 

We in Capital want only a fair opportunity to carry the mail in 
competition with the Big Four. Therefore, we say that the Hinshaw 
proposal should be modified to provide only one rate per pound, ap- 
plying to all carriers alike—the Big Four, the smaller trunk-lines, 
including Capital, and the local feeder carriers as well. 

Capital, for one, is willing to forego the higher rate as proposed for 
it by Mr. Hinshaw. We believe it more important that we carry the 
mail, as we are certificated to do, in competition with the Big Four. 

The one uniform rate per pound has many advantages: 

(1) Automatic adjustment for the higher expenses of short-haul and 
local service. 

(2) Equal competitive opportunity for all carriers to carry the mail 
on competitive routes. 

(3) Best possible service for the Post Office. (The one rate being 
uniform, the Post Office can pick the best possible flights for the trans- 
portation of mail without being concerned as to whether those flights 
would involve higher rates than some less attractive flights.) 

Simplicity of operation with one uniform rate. The second aspect 
of Mr. Hinshaw’s proposal with which we cannot agree is his plan to 
set the rate by statute. We said before that the CAB should set the 
rate, and we continue to believe this is a job for the CAB. Obviously, 
we do not have sufficient staff to suggest or prove what the exact rate 
should be. That is a matter to be decided in the expert judgment of 
the CAB, after a full hearing in which all carriers could participate. 
Any rate per pound should make the same provisions concerning dis- 
tance measurement and transfer mail as we have described earlier in 
connection with Capital’s own proposal. 

Assuming, nevertheless, that Congress itself will set compensatory 
rates, we urge that Congress itself do what we have proposed for the 
CAB. That is, we urge that Congress study the matter and enact 
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Capital’s proposal, or as a second choice, enact one compensatory rate 
per pound which will be applicable to all carriers. 

Our second major premise is that compensatory mail rates should be 
established by the CAB on the basis of evidence of record, and not by 
a statute setting arbitrary rates and classifications of carriers. We 
have previously mentioned this in passing but we wish to reiterate it 
here. We believe it is the normal function of Congress to direct the 
CAB to set the rates. We believe it would be a step backward for 
Congress itself to set the rates, without the hearings, without the 
evidence, and without the expert judgment which the CAB has. 

Our third basic premise is that it would be highly undesirable to 
set rates for 3-year periods, as S. 1657 would do. We believe this 
would either prove unconstitutional, in setting rates too low for some 
carriers, or would result in undesirable suits in the Court of Claims 
and elsewhere. 

We turn now to our fourth major premise. Capital believes that 
the compensatory mail rate shoal not be determined on the basis 
of the yield or revenues from passengers. We believe the rate should 
be set on the basis of cost and other rate-making factors. It is only 
through cost and other rate-making factors that a fair compensatory 
rate may be determined and the setting of any arbitrary ceiling is 
undesirable and again may prove to be ‘unconstitutional. 

Our fifth point concerns the allocation and reporting of costs based 
upon communities. Capital has no objection to the community 
approach as a matter of broad principle. It may well prove benefic ‘ial 
in focusing attention on the fact that it is service to communities 
having a low traffic potential which creates the need for subsidy. 

It should be pointed out, however, that identification of the subsidy 
element to communities creates a new and personal interest in the 
subsidy allocable on the part of the involved communities. Civic 
pride and ambition are interjected into the question and communities 
may well engage the administrative agency in interminable arguments 
over the relative equity of the allocation formulas. Apart from this 
probable additional procedural and administrative burden, there is 
the very real danger to the carriers that there will be a tendency to 
over-simplify the meaning of the results obtained by the allocation 
formulas. In other words, a tendency will develop to regard the 
subsidy allocation as the amount which may be saved by removing a 
carrier from a particular community. This poses an inherent danger 
to the stabilitv of individual carriers and their efforts to achieve 
independence from subsidy. The subsidy allocated to a community 
does not represent the potential savings possible by abandoning 
service and, in most instances, abandonment would simply aggravate 
the economic problem the carriers are attempting to solve. 

There are compelling reasons why any formula for allocating 
subsidy to communities must be devised with the greatest possible 
care. It must be the best that cost accounting science can devise or it 
will be attacked and its value destroved by those who disagree with the 
results obtained by its use. In Capital’s opinion, the Ernst & Ernst 
formula represents a good starting point but no more than that. It 
contains defects which, in general, have the effect of severely penalizing 
intermediate stations to the advantage of terminal points. You have 
only to look at the results to realize the attacks which can be made 
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on its fundamental equity. In Capital’s case, only 9—Atlanta, 
Buffalo, Chicago, Memphis, New York, Norfolk, Philadelpha, Sault 
Ste. Marie, and Washington—of its 52 stations are shown to be free 
of subsidy. These nine are all terminal stations. Of these nine 
stations, total revenues for 1949 ranged from a high of $2,899,000 
to a low of $77,000. Among Capital’s loss stations are Pittsburgh, 
Cleveland, and Detroit having revenues of $2,565,000, $1,459,000, and 
$2,058,000, respectively. Can it be reasonably suggested that Sault 
Ste. Marie with revenues of $77,000 per year is profitable while 
Pittsburgh with revenues of $2,565,000, or 33 times as great, must 
be subsidized? Traffic density and high volume are essential to the 
financial independence of air carriers. We find this fact irreconcilable 
with the results, as shown by this formula application to the com- 
munities served by Capital. 

These distorted results are not peculiar to Capital. In the case of 
United, only 8 of its 71 cities are shown as free of subsidy. Those 
being Honolulu, Los Angeles, New York, San Diego, San Francisco, 
Seattle, Vancouver, and W ashington. In character, these stations all 
appear to be terminal points. On the other hand, Chicago which 
contributed 13 percent of United’s total revenue in 1949, exceeded 
only by San Francisco in United’s system, is shown to have a subsidy 
requirement for United’s service. 

In the case of Delta, only 3, Delta, Chicago, and Miami, of 34 sta- 
tions appear to be free of a subsidy requirement. These again are all 
terminal points. Atlanta, the largest single revenue-producing point 
in the Delta system, is shown to require a subsidy. 

These few illustrations demonstrate the inequity of this formula. 
If community identification of subsidy is to be adopted, we urge that 
the CAB be required to devise a formula which will achieve the pur- 
pose in an equitable fashion. 

Therefore, in summary, if there is to be separation of the compen- 
satory mail rate from subsidy,. Capital Airlines has certain basic 
recommendations as to the method of making the separation. 

(A) We sincerely believe there is only one proper method of effecting 
separation. There should be a single compensatory rate structure for 
all certificated carriers. This rate should be on a ton-mile basis grad- 
uated by distance breaks and weight breaks so as to compensate for 
the substantially higher costs of carrying short-haul and lightweight 
shipments. The rate should provide the distance measurement and 
the through rate for transfer mail which we have previously discussed. 
It should be established by the CAB on the basis of evidence sub- 
mitted by all carriers. 

Such a compensatory rate structure will have many advantages. 

(1) Best possible recognition of the various cost factors entering 
into a rate. 

(2) Equal competitive opportunity for all certificated carriers to 
— the mail on a competitive basis. 

(3) The best possible service to the Post Office. 

We strongly urge Congress to direct CAB to establish such a rate 
structure. 

(B) Capital Airlines favors the Hinshaw proposal with the changes 
we have suggested. This would be a single rate per pound, applicable 
to all carriers and established by the CAB. It would have the ad- 
vantage of simplicity, but it would not be as accurate as our own pro- 
posal in reflecting the costs of operation. 
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(C) If Congress itself sets the rate, we believe Congress should 
follow our basic principles and should establish one uniform rate 
structure of the type we have proposed. As a second choice, it might 
set a rate in line with our discussion of Mr. Hinshaw’s proposal. If 
Congress is to set any specific rate by statute, we ask that the rate 
be made subject to change at any time by the CAB upon a show- 
cause order of the CAB or a petition of the carrier. S. 1657, as it is 
now written, would set specific rates which would not go into effect 
for another year and would then remain effective for three year 
periods. In this fast-changing industry, we simply can not project 
ourselves 3 or 4 years into the future with any degree of certainty. 
Capital firmly believes, therefore, that in fairness to the Government 
and to the carriers alike any statutory rate should be subject to change 
by CAB as conditions may require. 

‘(D) As one last thought, we know that previous witnesses have 
commented upon the rate of return, and we have studied their com- 
ments. We agree heartily with those who have pointed out that, 
what is presently considered by the CAB as a proper rate of return is 
in fact wholly inadequate for the special conditions of our industry. 

The CuarrmMan. Does that last paragraph mean that the 45 cents 
a ton-mile is inadequate? Is that what you mean? 

Mr. CarmicHakEL. We think that that portion of the 45 cents 
which is designed to represent, or provide a fair return on investment 
is inadequate in this business of ours. 

I think that the Civil Aeronautics Board in its consideration 
generally assumes that about a 7 percent return is proper. We take 
issue with that. We think it is wholly inadequate. 

The CuarrMan. I notice in your statement in two places you put 
a great big “if.” You say at page 12, “Therefore, in summary if 
there is to be separation of the compensatory mail rate from sub- 
sidy’’—do you think there is very much of an “‘if’’ about it? 

Mr. CarmicHae.. I think that we might safely assume that there 
is not much of an “if,” “but at the same time as a corporation we did 
not think it entirely proper to prophesy categorically.”’ 

The CuarrmMan. When you said, “if there you really meant 
“when’’? 

Mr. Carmicuakt. I think so, sir. 

The CuHarrman. All right. Thank you very much. You have 
given us some very specific statements which are very valuable to our 
committee. Thank you for your appearance. 

Mr. Carmicuaget. Thank you for the opportunity, Senator. 

The CuarrMan. Mr. Elliot Bredhoff, assistant general counsel, 
Congress of Industrial Organizations. 


STATEMENT OF ELLIOT BREDHOFF, ASSISTANT GENERAL 
COUNSEL, CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Brepuorr. Mr. Chairman, I am Elliot Bredhoff, assistant 
general counsel, Congress of Industrial Organizations. 

I should like to thank you, Senator Johnson, and the other gentlemen 
of this committee for this opportunity to appear on behalf of the CIO 
and to present its views on subsidy separation. 

The CIO endorses prompt passage of S. 436, as introduced, with- 
out any weakening amendments. We feel that S. 436 is the only bill 
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before this committee which will effectively bring about the separation 
of hidden airline subsidies from air-mail pay. 

Passage of this much needed legislation, which is long overdue, has 
consistently been advocated by the CIO and its affiliates. Thus more 
than 2 years ago, Mr. Hugh W. States appeared before this committee 
on behalf of the Transport Workers Union of America, CIO, and 
endorsed S. 1431 which had the same purpose as S. 436. One year 
ago, Mr. Hoyt 8S. Haddock, executive secretary of the CIO maritime 
committee, endorsed H. R. 2908, which also had the same purpose as 
S. 436, before the House Committee on Interstate and Foreign Com- 
merce. They pointed out that hidden subsidies encourage inefficient 
management, and that they can be used to finance companies during 
labor disputes. 

In October 1950, Mr. James F. Horst, international vice president 
of the Transport Workers Union of America, CIO, which represents 
11,000 airline employees, sent letters to all members of this committee 
urging support of H. R. 9184. That excellent subsidy-separation bill 
has been favorably reported to the House by a very large majority 
by its Interstate and Foreign Commerce Committee. 

In November 1950, subsidy separation was considered by the 
twelfth constitutional convention of the CIO at Chicago, IIl., and 
Resolution No. 17, entitled ‘‘Air-Mail Subsidies,’’ was unanimously 
adopted by the delegates representing 6 million members. With 
your permission, Mr. Chairman, I will now read that resolution: 

And for your information and convenience, Mr. Chairman, I have 
here a copy of the resolutions passed at the twelfth constitutional 
convention of the CIO in 1950, which are here set out in book form. 

The Cuarrman. Thank you. 

Mr. Brepuorr (reading): 

The Government of the United States is now paying over $125,000,000 a year 
to the major airlines as air-mail pay and subsidy, and the amount is increasing 
yearly. It is, therefore, increasingly important that the public know what part 
of these vast sums is actually air-mail pay and what part is subsidy. At present 
there is no breakdown, and the amout of subsidy is thus concealed. This con- 
cealment makes it possible for airlines to use public funds for antilabor and strike- 
breaking activities. 

In his 1951 budget message to the Congress, President Truman 
stated: 

At present, direct financial assistance to the airlines is provided through air- 
mail payments, which are set generally at levels adequate to cover deficiencies in 
the carriers’ commercial revenues. Subsidy is thus merged with the fair compen- 
sation for carrying mail, making it difficult to evaluate the cost of this aid in rela- 
tion to its benefits. The recent rise in total air-mail payments—to an estimated 
level of about $125,000,000 in 1950—has made it increasingly important that the 
subsidy element be separately identified. I recommend, therefore, the immediate 


enactment of legislation to authorize the separation of subsidy payments from mail 
compensation. 


The Heover Commission’s Report, issued February 17, 1949, con- 
tains the following recommendation with respect to the separation of 
subsidy: 


We recommend, however, that the amounts of these subsidies should be paid to 
the Post Office by open appropriation from tax funds and not imposed upon the 
Post Office or the mail users in this hidden manner. 

By such a course the President, the Congress, and the public may know what 
the amounts of the subsidies are. 
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A report of the House Post Office and Civil Service Committee of 
the Eightieth Congress recommended: 

It is the recommendation of the committee that the subsidy element in air-mail 
pay be separated. 

Bills to accomplish the needed separation were introduced in the 
last session of the Congress. At a hearing before the House Commit- 
tee on Interstate and Foreign Commerce, the only witness appearing 
in opposition to the bills was a lobbyist retained at a fee of $30,000 by 
certain of the subsidized airlines. Nevertheless, the bills were not 
passed. The mghest-paid lobbyist for the Air Transport Association 
was also active behind the scenes 

The public is entitled to know how much of the mone y spent by 
the airlines to oppose this legislation was derived from public subsidies. 

(Continues reading:) 

Now, therefore, be it 

Resolved, That the Congress of Industrial Organizations endorse the recom- 
mendations of the President and of the Hoover Commission that legislation be 
adopted separating subsidy payments from air-mail compensation, and urge the 
prompt enactment of such legislation. 

H. R. 9184, with some amendments, was adopted by the House on 
December 11, 1950, by a vote of 66 to 0. 

On December 21, 1950, President Philip Murray of the CIO sent 
a letter to Senator Johnson enclosing a copy of the CIO resolution on 
air-mail subsidies. Mr. Murray is also a director of the Citizens 
Committee for the Hoover Report, which report recommended the 
complete separation of subsidy from air-mail pay. In this letter, 
Mr. Murray called attention to the unanimous House adoption of 
H. R. 9184, which incorporated the principles advocated in the CIO 
resolution. 

Mr. Murray urged Senator Johnson and the members of the com- 
mittee to report favorably H. R. 9184. 

The CHarrMan. | want to call your attention to the fact that the 
Congress in 1950 ended in January of 1951. I think January 3 was 
the end of that Congress. Between December 21 and January we 
had the Christmas vacation, and we got the bill over here so late that 
we had no time to hold hearings. The committee decided that we 
did not have time to act. 

Mr. Brepuorr. I see, Senator. That will explain the next sen- 
tence, which reads: 

In light of the widespread support for H. R. 9184 and the unanimous vote on 
it in the House, we naturally were disappointed that no action on that bill was 
taken by this committee last year. 

However, we are encouraged by the considerable attention being 
devoted to subsidy separation by this committee at present. 5S, 436 
is substantially the same as H. R. 9184 atid merits, promptly, the 
same favorable treatment which the House accorded H. R. 9184 last 
year. 

The need for subsidy separation should be axiomatic in a demo- 
cratic government responsive to the needs and desires of the people. 
The public has a right to an exact statement of the amounts of sub- 
sidy payments made to private airline companies from Treasury 
funds obtained through taxation of the public. Moreover, the public 
has a right to a statement of the reasons for the subsidy payments, 





416 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


and to a detailed accounting of the purposes for which such moneys 
are used by the airlines. 

It is rather shocking that, with over $125,000,000 being paid 
annually to the airlines, the public has no way of knowing how much 
is due the airlines as compensation for hauling the mail and how much 
constitutes subsidy payments. It is also rather shocking that the 
public does not know whether the undetermined amounts of subsidy 
payments are fully justified, nor what the exact purposes are for 
which these moneys are used. 

The public knows only that huge sums, fixed by the Civil Aero- 
nautics Board through an unknown formula, are appropriated each 
year to the Post Office Department for air-mail pay, and that these 
sums include large hidden subsidies. In no way is the CAB required 
to explain or justify the amounts so requested. Even the Appropria- 
tions Committees of the House and the Senate are kept completely in 
the dark. 

The evils attendant upon such a haphazard and secretive system 
are patent: 

1. The Post Office Department is charged with enormous expendi- 
tures representing the amount of subsidy, hidden in air-mail rates, 
for which it received no services whatsoever. It has been guessed 
that the subsidy runs from 30 percent to 50 percent of the more than 
$125,000,000 air-mail compensation paid by the Post Office Depart- 
ment each year. The deficit of this Department is thus artifically 
raised, with resultant reductions in essential services to the public 
and lay-offs of postal employees. 

2. Incentives for efficient and economical management of airlines 
are destroyed; and inefficient, uneconomical management is actually 
encouraged. An executive who knows he can rely upon receiving 
larger and larger hidden subsidies, which he need not account for, is 
not likely to rack his brain for ideas regarding economical methods of 
operation. On the contrary, the temptation is very great to indulge 
in wasteful and extravagant practices. 

3. Irresponsibility on the part of the CAB is fostered by the absence 
of any check on the amounts of money it may certify shall be paid to 
the airlines, or the purposes thereof. One phase of the CAB’s irre- 
sponsible administration of its subsidy powers is fully documented in 
& unanimous report issued by a subcommittee of the Senate Select 
Committee on Small Business, headed by Senator Sparkman. As 
carried in the New York Times of July 8, 1951, page 1, the subeommit- 
tee report is highly critical of the CAB’s treatment of irregular or non- 
scheduled airlines, and of its highly questionable use of subsidies to 
favor high-cost luxury travel. 

4. Airlines are encouraged to disregard their legal obligation to 
bargain in good faith with unions representing their employees, and t 
foster strikes. The CIO feels especially qualified to testify on this 
abuse by airline management, which is abetted by hidden subsidits 

Since, under the present air-mail subsidy practice, the airline man- 
agements are virtually guaranteed against loss, there is a tendency on 
their part to fail to give proper consideration to the just demands o! 
labor. These airline managements know that remaining adamant to 
the point where they provoke a strike is not going to make much dif- 
ference to them, since any losses they incur as a result of strikes wil! 
be made up through the hidden subsidies in Government air-mail pay. 
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If a strike occurred tomorrow, for example, the CAB could. without 
any action by the elected representatives of the people in Congress, 
grant the airline managements a subsidy of millions of dollars and 
label it a retroactive mail-pay increase. 

In its dealings with many of the big airlines, the CIO Transport 
Workers Union has all too often found management very obstinate, 
because these managements know that the greatest weapon labor 
has to back up its demands—the right to strike—is a blunted weapon 
from which they are protected by the armor of ‘‘air-mail subsidy.”’ 

Incidentally, Air Transport Division of Transport Workers Union- 
CIO includes flight stewards, stewardesses, and pursers; navigators, 
flight radio officers, mechanics, cargo handlers, cleaners, port stew ards, 
and ground service and cafeteria employees. 

The Cuarrman. Are the nonscheduled airlines unionized? 

Mr. Brepuorr. I am not sure of the exact extent of the membership 
of the Transport Workers Union. I do believe they have some 
membership among the nonscheduled airlines. 

The Cuarrman. I notice you were putting in a plug for them, and 
I wondered if they were in your organization. 

Mr. Brepuorr. Well, I think the plug is well merited, and is 
backed up by Senator Sparkman’s s report there. 

Thus, in 1948, National Airlines provoked a strike that lasted for 
months. The Presidential Emergency Board appointed under the 
Railway Labor Act reported in favor of the demands of the striking 
employ. ees. Despite this, the CAB was very generous with the tax- 
payers’ money in giving “air-mail payments”’ to National Airlines. 
Moreover the CAB has been very generous in its continual flow of 
‘‘mail pay’’ to TWA [strike in 1948], American Airlines [strike in 1950] 
and Pan American Airlines and United Air Lines, on which strikes have 
recently occurred in 1951. 

Our experience with certain airline managements impels the belief 
that they often actually prefer to see labor strike rather than bargain 
in good faith, so as to build up a case before the CAB for additional 
“air-mail pay.” 

The problem is aggravated by the influence which is wielded at the 
CAB by the large scheduled airlines. This influence is no longer a 
matter of conjecture. It is recognized by the Sparkman subcommit- 
tee of the Senate Select Committee on Small Business in its report on 
CAB treatment of nonscheduled airlines. This report states on page 2: 

There appear reasonable grounds for concluding that there exists a certain 
identity of interest between the CAB and the more firmly established portion of 
the industry. Such identity of interest is not infrequent between Government 
regulatory bodies and those subject to their regulation. (Senate Select Com- 
mittee on Small Business, Report on Role of Irregular Airlines in United States 
Air Transportation Industry). 

Because of this unfortunate situation, airline managements ap- 
parently feel secure that they can obtain subsidies from the CAB to 
make up for any losses resulting from strikes. 

In addition to encouraging strikes, retroactive “mail pay” grants 
make negotiation of wage increases very difficult. Airline manage- 
ments will tell us, for example, that they are only getting a moderate 
amount of mail pay and will be lucky to break even, but then we find 
2, 3, or 4 years later that they are granted a large retroactive “mail 
pay” increase which yields them large profits for past years. That 


. 
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is fine for the profits of management, but there is no retroactive wage 
increase 3 years back for the workers. 

Clearly, if air-mail payments were properly segregated and de- 
termined in advance on the basis of costs, plus a fair return, as pro- 
vided in S. 436, managements would not be able to use this unfair 
tactic in negotiations with unions. 

Likewise, if subsidies were out in the open, subject to direct con- 
gressional action and separate appropriations, and to public inspec- 
tion, the public’s money would not be used against the interests of 
labor. 

S. 436 will accomplish these salutary goals. 

It is important to remember that 8. 436 does not eliminate air-mail 
compensation for carriers, and it does not eliminate justifiable sub- 
sidies. Thus section 2 empowers and directs the CAB to fix ‘fair and 
reasonable rates of compensation for the transportation of mail.’ 
Said rates to be paid by the Postmaster General— 
shall in no event exceed the reasonable and necessary cost to the air carrier, under 
honest, economical, and efficient management, of the mail-transportation services 
rendered or to be rendered, including a fair return. 

The CAB also is empowered to make, from moneys appropriated 
to it— 
subsidy payments to a certificated air carrier in amounts determined by the Board 
to be essential * * * to enable the air carrier under honest, economical, and 
efficient management to maintain and continue the development of air transporta- 
tion to the extent and of the character and quality required for the national 
defense, the commerce of the United States, or the postal service. 

Surely the carriers cannot object to such eminently fair treatment. 
Surely great latitude is left to the CAB by these standards for fixing 
mail rates and subsidies. 

Objection has been made that the requirement that mail rates “shall 
in no event exceed the * * * cost * * * including a fair 
return,”’ is too restrictive. However, we fail to see any undue restric- 
tions in a method which is almost universally employed by the Govern- 
ment in fixing rates for all types of businesses which undertake ne- 
gotiated Government contracts. On the contrary, this method 
more generous than the lowest-bidder method used in awarding many 
Government contracts. Hidden subsidies would be present in mail 
rates under any different method from the one in S. 436. 

At this point, I should like to call attention to two recent reports: 
The first is the Sparkman report already alluded to Report No. 540, 
Report on Role of Irregular Airlines in the United States Air Trans- 
portation Industry, by the Select Committee on Small Business, 
United States Senate, July 10, 1951: 

Further, your committee favors immediate enactment of legislation to separate 
airline subsidies from ¢ ompensation for the cost of carrying air mail. 

The second is House Report No. 685, issued on July 10, 1951, by 
the Appropriations Committee of the House in connection with H. R. 
4740, which states on page 16 thereof: 

It is reeommended that legislation be enacted to separate airline subsidies from 
compensation for cost of carrying air mail. The subsidy portion, if any, should 
be paid through a separate appropriation rather than as presently handled through 
the appropriation for the Post Office Department. 

In each instance, Senator Johnson, the emphasis is upon compen- 
sating the carriers for the cost, and of course plus a fair return,and not 
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on some of the more nebulous standards which have been suggested, 
such as the vague value of the service or some other such method. 

Objection has also been made to section 3, which requires allocation 
of carrier receipts and expenditures. However, it is elementary that 
the desirable standard of cost plus a fixed return for rate fixing re- 
quires a determination of the costs allocable to the services of airlines; 
namely passenger, freight, express, and mail. The costs of air-mail 
transportation cannot be known unless the costs of all of the operations 
are broken down and properly allocated in accordance with modern 
accounting methods. Failure to include a cost-allocation system 
based on fully distributed costs would permit continuance of hidden 
subsidies in what would then be arbitrarily fixed mail rates. 

It will be noted that the CAB is given complete latitude in fixing 
standards for a system of cost allocation. The only requirement of 
S. 436 is that some standards shall be fixed by CAB. 

Some have advocated limiting subsidy payments to carriers certifi- 
cated to carry mail. This would mean that if airline expansion is 
required for the national defense, for example, it could only be aided 
subsidywise if the airline has a mail certificate. But there is no 
logic in thus forcing increased expenses upon the Post Office Depart- 
ment which may not require more mail carriers, when the need is for 
expansion for national defense. 5S. 436 gives the CAB ample power 
to control carriers eligible for subsidies, since only certificated air 
carriers are eligible and the CAB is the certificate-granting authority. 

We believe the agency which actually controls and grants subsidies 
should justify them. ‘The Civil Aeronautics Board should be made 
directly responsible for justifying the subsidies before the Appropria- 
tions Committees of the Congress, and before the whole Congress. 

For the past 3 years the CAB has not appeared before the Appro- 
priations Committees to justify airline subsidies. All the CAB does 
is to tell the Post Office Department how many millions to request 
for air mail pay as part of the Post Office budget. 

We therefore favor making the CAB directly responsible for 
justifying the subsidies and for accounting for their expenditure. 
This is accomplished by S. 436. Since the entire purpose of 5.436 
is to shed light upon air mail costs and subsidy payments, we can see 
no reason for adoption of the amendment suggested by the CAB that 
the requirement for an annual public report on subsidies be deleted 
from that bill. 

Since this statement was prepared, Mr. Chairman, the CAB an- 
nounced that it has adopted procedures to separate the subsidy from 
air-mail pay. New York Times, July 10, 1951, page 45. Newspaper 
accounts make it perfectly evident, however, that these procedures 
can achieve only a token separation. 

No standards have been set up by the CAB as a basis for compensat- 
ing the airlines for mail services rendered. Instead of the salutory 
standard of cost plus a fair return the compensatory mail rate appar- 
ently is to be arbitrarily determined by negotiation between the CAB 
and the airlines. Moreover, no provision is made to require the air- 
lines to establish a cost-allocation system based on fully distributed 
costs. The actual cost of hauling the mail, therefore, will continue 
to be a mystery. 

Under such procedure it is plain that some amount of subsidy, 
albeit a lesser amount than previously, will remain in the air-mail rate. 
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It is equally plain that the procedures included in S. 436 are essential 
if we are to achieve a complete and realistic separation. In this con- 
nection it is noteworthy that CAB Chairman Nyrop reiterated the 
need for legislation on this subject even while he was announcing the 
ineffectual procedures worked out by the CAB. 

However, the amendments to S. 436 suggested by Mr. Nyrop would 
make that bill just as ineffectual as the administrative procedures 
already set up by the CAB. Those amendments, among other things, 
would substitute a vague and ambiguous cost standard for the genuine 
cost-plus-a-fair-return standard of S. 436. They would delete the 
essential requirement of a cost-allocation system. 

Clearly these provisions of S. 436 are necessary for effective separa- 
tion. Weakening amendments such as proposed by Mr. Nyrop would 
only encourage schemes to include some subsidy in the air-mail rate. 

With respect to the other pieces of legislation before your committee, 
Mr. Chairman, we take the following position: 

We oppose 5S. 535, and in support of our feeling that adoption of the 
Universal Postal Union rates would be unhealthy, I ask your per- 
mission, Mr. Chairman, to insert in the record at this point a detailed 
letter by Mr. Hoyt Haddock, to Mr. Roger B. Doulens, dated June 9, 
1940 (attached as appendix A). 


We oppose S. 1757 as omitting from the subsidy separation the 
airlines of the United States operating on international routes These 
airlines presently receive about one-half of the so-called air-mail 
payments of the Government, and we believe the reasons for separation 
of airline subsidies in general apply to them as much as to purely 
domestic lines. 

We oppose S. 1657 because it will leave some subsidy in the mail pay. 


While there are parts of S. 1756 which appear worthy of careful 
consideration, the bill does not include cost allocation or other safe- 
guards which we have elsewhere shown to be necessary, and therefore 
does not go far enough. 

We would favor S. 1137, but only in the event that four amend- 
ments, attached herewith as appendix B, were made for the purpose 
of strengthening the bill. We understand these same amendments 
have been put forward and endorsed by Senator Lehman and Con- 
gressman Kennedy, and we support those amendments, without 
which we believe S. 1137 would not achieve sufficiently effective 
separation. 

In conclusion, we believe: 

1. That all hidden subsidies to airline managements should be 
separated from the post office mail pay. 

2. That the post office should be free to tender mail to the cheapest 
‘arrier Which can meet its needs, and that the mail compensation 
shall in no event exceed the cost of mail services performed, plus a 
fair return. 

3. That all airline costs for mail, freight, express, and passengers 
should be publicly accounted for, and that cost allocation should be 
mandatory. 

4. That ayy subsidies should be given out in the open, that they 
should not bt associated with or restricted to the business of flying 
mail, that these subsidies should be separately appropriated by 
Congress to the Board, and publicly accounted for by the Board. 
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5. That this separation should be made effective without further 
delay, and that no special exceptions or postponements should be 
granted to any airline. 

For these sound reasons, the Congress of Industrial Organizations 
favors S. 436 and opposes weakening amendments. 

Thank you, again, Mr. Chairman, for the opportunity to state our 
views on this important legislation. 

The CHAIRMAN. We appreciate your views, Mr. Bredhoff. The 
letter, appendix A will be made a part of the record and also appendix 
B 


(The matter referred to is as follows:) 


APPENDIX A 
JUNE 9, 1950. 
Mr. Roger B. Dovutens, 
Pan American World Airwaus System, 
Washington, D. C. 


Dear Mr. Dovutens: I have your letter of May 26, taking exception to my 
presentation before the Transportation Subcommittee of the House of Repre- 
sentatives on May 24, wherein I opposed the proposal that United States air- 
lines operating on foreign routes be treated differently than the domestic carriers 
in the bill, H. R. 2908, to separate subsidies from air-mail pay. 

I gather that the essence of your objection is that Pan Tacinie Airways has 
made no such proposal and is all for the separation. If that is so, I am very glad 
to hear it, and hope that you will support the separation bill now before the 
Transportation Subcommittee of the House Commerce Committee, H. R. 2908, 
and its companion bill, 8S. 1431. However, from the previous statements made 
by Pan American Airways, I understood that Pan American was interested in a 
different type of separation for its own operations than that contemplated for the 
domestic lines. 

President Truman, the Hoover Commission, the House Post Office Committee, 
the Senate Appropriations Committee, and the genuine separation bills, H. R. 
2908 and S. 1431, all call for separating the concealed subsidies now paid to air- 
lines from the post office budget. By separation, they mean that the present 
$125,000,000 air-mail payments of the Government should be separated into: 

1. A compensatory mail rate, to be paid by the post office to the airlines for 
services rendered, such rate to be based upon the cost to the airlines of rendering 
these services, plus a fair and reasonable return. 

2. Any payments over and above (1) should be considered subsidy, to be 
brought out in the open, and to be paid from the appropriations of the Civil 
Aeronautics Board and not the post office. 

The proposal which Mr. Trippe made at the Senate Commerce Committee on 
June 28, 1949, to which you referred in your letter, is very different from the 
separation called for in the above legislation and recommended by the above- 
mentioned authorities. 

On page 1907 of the hearings before the Senate Commerce Committee pursuant 
to House Resolution 50, June 28, 1949. Mr. Trippe recommended that the 
compensatory mail rate for American-flag carriers operating over foreign routes 
should be that established by the Universal Postal Union. This is, of course, a 
very different kettle of fish than the compensatory mail rate, based upon cost, 
called for in the genuine separation bills, H. R. 2908 and 8. 1431, to separate 
subsidies from air-mail pay. Far from removing the concealed subsidies in the 
post office budget now paid to the airlines, this recommendation would keep 
them there, under a different name of course, and perhaps even raise them. For 
example, it is my understanding from the statistics which I have received from 
the Civil Aeronautics Board, that in 1949 Pan American World Airways received 
from the post office an average of $2.37 per ton-mile of mail carried, an amount, 
which includes the concealed subsidies. Under Mr. Trippe’s proposal this 
charge of $2.37 on the post office, far from being reduced, would be set at the 
UPU rate of $2.86 per ton-mile, and furthermore Pan American would be entitled, 
under Mr. Trippe’s proposal, to additional operating subsidies over and above 
$2.86. 

This amounts to attempting to turn the separation reform into something very 
different than what was intended, and the economies to the taxpayer and the 
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greater responsibility to be achieved by bringing these subsidies out in the open 
rather than hiding them in the post office budget would be voided. 

That the present rate of $2.37 per ton-mile is considerably in excess of a fair 
compensatory mail rate based upon costs is evidenced by a comparison of your 
mail revenues with your other forms of traffic: 

Pan American World Airways revenues, year ended September 30, 1949, 
according to CAB: 

Per ton-mile 
I en ee eae Bese RUS nies ce acai a care $0. 73 
Express . 39 
Mail . 37 


It is thus easily seen that at present the post office is being compelled to pay a 
mail rate to Pan American which is much higher than a fair compensatory rate 
would be. Obviously, it is unfair burden for the post office to have to pay over 
three times the passenger rate for mail, a type of traffic which does not have to 
be solicited, advertised for, nor fed, nor fussed over en route. A comparison 
with the freight rate shows an even greater disparity, with the post office having 
to pay six times the express rate for mail, a type of cargo which requires no 
solicitation and which is delivered and picked up by the Federal Government. 

Instead of reducing the present post office mail rate to a compensatory mail 
rate based on cost, which would be done in the case of domestic carriers, Mr. 
Trippe’s proposal would lift the charge to the post office even higher, and then 
would add on top of that some additional subsidy. 

The Universal Postal Union rate at present covers only about 3 percent of 
American air mail going abroad. It is a rate devised to cover only the odd situa- 
tion where the United States wants to move Uhited States mail but does not have a 
United States airplane handy to move it. It would be ridiculous to make this odd 
rate cover the other 97 percent of our air mail going abroad, which is United 
States mail on United States aircraft. 

Furthermore, Mr. Trippe’s proposal would be discriminatory in two ways: 

(a) A domestic airline having no international routes might be at a considerable 
disadvantage competing against another domestic airline which could draw large 
subsidized mail pay through its international division. 

(b) In comparing what our international airlines would have gotten under Mr. 
Trippe’s proposal during 1949, as compared with what they actually would get 
in mail pay, we find that every airline would have lost except Pan American, 
which would have gained $3,000,000, and American Overseas Airlines, which 
would have gained $47,000. 

The only places where I know of Mr. Trippe’s proposal having found expression 
in legislation have been in the “chosen instrument” bill supported by the Pan 
American in 1947 and earlier for the purpose of legislating that there should be 
just one United States airline to operate on foreign routes. This bill was not 
favorably acted on by either the Senate Commerce Committee or the Senate and 
received a good deal of unfavorable comment in the press and among the general 
public. 

We are opposed to continuing the present practice of concealing anywhere 
_ between $30,000,000 and $60,000,000 a year of airline subsidies in the Post Office 
budget: (1) because these concealed subsidies add heavily to the postal deficit 
at a time when cuts are being made in the mail services to the public, and (2) 
because under an irresponsible and hidden system these concealed subsidies can 
be used as a weapon by management against labor. 

As I noted in my statement, the Hoover Commission recommended the separa- 
tion reform for the air transportation of both ‘domestic and foreign air mail.”’ 
We believe the separation reform should be applied equally and fairly to all parts 
of the air transportation industry. What is sauce for the goose is sauce for the 
gander. 

I am amazed by your statement that “so challenging, in effect, were Mr. 
Trippe’s recommendations to the Senate Interstate and Foreign Commerce 
Committee, that they form, in large part, the basis of that body’s report on separa- 
tion affecting international carriers.”’ 

Does this mean, in effect, that Pan American Airways is boasting that it writes 
“in large part,’’ the reports of a committee of the United States Senate? 

Very truly yours, 
Hoyt 8. Hapnock, 
Executive Secretary, CIO Maritime Committee. 
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APPENDIX B 

AMENDMEN'S TO S. 1137 (Arr Mart Sussipy SEPARATION) ProposEep sy CIO To 

STRENGTHEN 8. 1137 anp REDUCE THE PRINCIPAL DIFFERENCES WITtTxH S. 436 
Amendment No. 1 

Page 3, line 5, strike out “‘be based upon” and insert the following: “in no event 
exceed’”’. 
Amendment No. 2 

Page 4, beginning in line 10, strike out “any air carrier holding a certificate 


authorizing the transportation of mail by aircraft’? and insert the following: 
“the air carrier’. 


Page 4, beginning in line 12, strike out “such air carrier” and insert the following: 
“a certificated air carrier’’. 
Amendment No. 3 

Page 6, line 13, strike out “As soon as may be practicable after’’ and insert the 
following: ‘‘On or before’’. 
Amendment No. 4 

Page 6, line 18, strike out the period and all that follows down through the 
second comma in line 20 and insert the following: ‘“‘among”’ 

The Cuarrman. Do you want this book, Mr. Bredhoff? 

Mr. Brepuorr. You may keep the book, sir. 

The CuarrmMan. Thank you. 

We will be glad to have it in our files. 

Mr. C. R. Smith, of the American Airlines and another witness, 
will appear here tomorrow at 10 o’clock. 

rl . . . ’ : 

lhe hearing is recessed until 10 o’clock tomorrow morning. 

(Whereupon, at 12:15 p. m., the hearing was recessed until 10 a. m; 
Friday, July 13, 1951.) 
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FRIDAY, JULY 13, 1951 


Unitrep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
committee room, G—16, United States Capitol, Senator Edwin C. 
Johnson (chairman) presiding. 

Present: Senators Johnson of Colorado (chairman) and Capehart. 

Also present: Edward C. Sweeney, professional staff member. 

The Cuarrman. The hearing will please come to order. 

Mr. C. R. Smith, president of American Airlines, Inc., will be our 
first witness. 

Mr. Smith, you may proceed in your own way. 


STATEMENT OF C. R. SMITH, PRESIDENT, AMERICAN AIRLINES, 
INC. 


Mr. Smiru. I have here a statement which I prepared and which I 
would like to read, and following that, if any questions arise that you 
would like to ask, I will endeavor to answer them. 

The CHarrMan. That will be fine, you may proceed. 

Mr. Smiru. We have been and are in favor of identifying subsidy 
payments and in separating their disbursement from the payments for 
air mail transportation. The reasons for that have been given often, 
are convincing, and will not be repeated here. We recommend that 
legislation to establish that objective be passed at this session of the 
Congress. 

On appropriations for subsidy: Whether or not the subsidy dis- 
bursements are made by Post Office or the Board, the appropriations 
should be to the Board and it should have responsibility to justify 
the budget for that purpose. 

On overseas carriers: Your legislation should provide that separa- 
tion will be made in both the domestic and overseas fields. There 
may be good reason to defer the effective date for the foreign separa- 
tio beyond that of the domestic. 

On legislation of rates: We adhere to the belief that air-mail rates 
should be established by the Board. That is the intent of the Civil 
Aeronautics Act and I know of no reason for change. We would 
prefer that the rates not be set by legislation; that, in our opinion, 
establishes a bad precedent. 

We take that position despite the fact that American Airlines has 
not had a firm mail rate for more than 3 years. The rate-making 
function of the Civil Aeronautics Board has consistently been on the 
basis of “hindsight.’’ The method needs to be changed and improved. 
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The Board has ample authority to make the change without addi- 
tional legislation. If it is not changed by action of the Board we 
favor a legislative directive to have it changed. 

The CHarRMAN. You would rather know on January 1, 1951, what 
you are going to receive for mail pay in. the year 1951 and not at the 
end of 1951, or perhaps at the end of 1952, 1953, or 1954; is that cor- 
rect? ; 

Mr. Smirx. Absolutely. 

Senator CaPpEHART. How can you operate a business if you do not 
know in advance what rate you are going to get? 

Mr. Smiru. We have found out how difficult that is in the last 3 
years becaus# we have not had a firm mail rate for that time. There 
are a great many problems. 

On basis of rates: We favor an air-mail-service rate “fair and reason- 
able” by the standards of the Civil Aeronautics Act. That act is 
patterned on the experience of the Interstate Commerce Commission. 
Both of the acts have sound foundation, in principle and in practice. 

Fair and reasonable rates can be established under the provisions 
of the Civil Aeronautics Act without amendment to the act. We 
prefer that there be no amendment to the act which will provide 
narrow and doubtful restriction on the rate-making function of the 
Board. 

On the cost-plus method of setting rates: I subscribe to the testi- 
mony of Mr. Tipton and others who have appeared be fore y your com- 
mittee, about the futility and inequity of using “cost” and “return 
on investment” as the only factors in the determination of rates. 
The short description given that method by its proponents has an 
intriguing ability to make the situation seem a simple one. 

Instead, it involves some of the greatest complexities in modern 
accounting. There is nothing new about the proposal; it has been 
suggested before for use in establishing rates for other forms of trans- 
portation. It has never been adopted, for it has been considered 
ineffective and inequitable and the principle is not used in rail, high- 
way, or marine transportation. 

You have had before your committee a great volume of testimony 
on the subject of cost ascertainment, and it is not my purpose to tax 
your time with a reiteration of the very sensible arguments against 
sole use of the “‘cost’’ and “return on investment” factors in rate 
determination. 

The industry is already laboring under the burden of a highly 
complex set of accounts specified by previous legislation and by the 
regulations issued thereunder. A further addition will prove wasteful 
and is not reasonably required. Each month we seem to receive 
some suggestions from Washington about amendment of our account- 
ing records, with the inevitable result that they grow more expensive 
and perhaps less understandable. 

I hope that your committee will hestitate to encourage the Govern- 
ment agencies to add further difficulties to the situation. We will, 
I am sure, do a better job for you if we can spend a higher proportion 
of our time operating the airline, and less time on soluminous paper 
work. 

On the question you raised a few minutes ago on the maintenance 
of rates, we are informed the Board has now determined that 45 cents 
per ton-mile is a fair and reasonable rate for American, Eastern, 
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United, and TWA from January 1, 1951. If so, that rate should be 
in effect for 2 years. Three years is too long and 1 year is too short. 

It is true that costs are rising rapidly, and that rates m ay need to 
be increased, but we are willing to run the risk of that for 2 years in 
order to have a firm foundation on which we can predicate plans for 
the business. If the Board will maintain the rates for 2 years, well 
and good; if not, there would be no objection to your including them 
in your legislation, as you have suggested in S. 1657, to be effective 
for 2 years. 

On carrier classes and rates: The domestic air carriers should be 
divided into three classes as you propose. It is essential that each of 
the carriers within a particular class shall receive an identical service 
rate. Those two requirements are a “part and parcel” of the plan to 
separate subsidy from service mail payments and no separation 
program will be complete without them. 

There are differences in the operating costs of the different carrier 
groups, and, after the carriers have been classified by groups, these 
differences should be taken into consideration in fixing the class rate. 
It is sensible that there be a different rate for each of the classes, 
provided the amount of the differences can be justified by differences 
in operating conditions. 

We have agreed to accept the basic rate of 45 cents a ton-mile for 
the principal carriers, although a good case could be made for a higher 
rate predicated on the increased cost of operation and the further 
increases clearly ahead. In any event, we will accept the 45-cent rate. 
The Board is equipped to determine what should be the rates for the 
other groups and for their relationship to those of the principal carriers. 

On the question of allocating subsidy to the communities served: 
I believe I understand your purpose, and it is a constructive one. 
The communities should know more directly of their responsibility 
for the maintenance of the national air transport system. 

On the other hand, the cost of maintaining records on community 
type of service basis would be shocking. I believe your purpose can 
be served by assuring that the Civil Aeronautics Board will provide 
estimates on the subject when it defends the budget for subsidy pay- 
ments. 

I feel sure that the estimates will be sufficient for your purpose and 
if some individual situation seems to justify more meticulous examina- 
tion, a detailed study can be prepared by the Board. 

I hope that you make sure that the carriers which request no sub- 
sidy are free from the requirement to maintain records for community 
allocation. I can see no point in keeping records for the allocation 
of subsidy when no subsidy is required for the operation. Yet, 
accountants seem to be intrigued by what they term a “standard 
method of accounting” and we may find ourselves with a set of records 
providing no useful information but required by a regulation issued 
in the name of ‘“standardization.”’ 

On elimination of subsidy: There should be no obligation on the 
Government to continue subsidy for any air operation unless public 
convenience and necessity continues to require the service. Any be- 
lief that the Government “owes you a living’ from and after the 
time a certificate of convenience and necessity is issued, can contribute 
to duplication and waste. 
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Your legislation should authorize and encourage the Civil Aero- 
nautics Board to withdraw subsidy from any and all routes where 
changed conditions, or the record of actual operating experience, no 
longer sustain the belief that public convenience and necessity require 
the operation. If the carrier has a certificate and desires to continue 
service over the route at his own expense and risk I see no reason why 
he should not be permitted to do so, but subsidy support should be 
withdrawn when the evidence reasonably indicates that the lack of 
public support shows lack of public convenience and necessity. 

On subsidy to nonmail carriers: There is, in my opinion, no need 
to change the existing provisions of the Civil Aeronautics Act which 
govern the certificating of carriers for the purpose of providing mail 
transportation. In some sections of the route pattern there are already 
too many carriers of the mail, as the subsidies needed to sustain them 
indicate. 

If and when there is need for additional mail carriers an authoriza- 
tion to provide the service can be secured from the Civil Aeronautics 
Board, under the provisions of existing legislation, by proving public 
convenience and necessity. 

Our recommendation for legislation is this: The purpose of your 
hearings has been to find and adopt a method to separate subsidy 
payments from service payments. The record contains much data 
which is but distantly related to that objective. Your task now is, 
of course, to return directly to the original objective, to provide a 
method of separating subsidy from other payments. 

I like very much the conciseness of S. 1757. It gets to the point 
and clearly expresses your direction that the separation be made. | 
recommend that you consider the passage of 5. 1757 after adding an 
amendment which will authorize the Civil Aeronautics Board to with- 
draw subsidy from routes no longer required in the national interest. 

I have a short statement, Senator, which arises from my reading of 
your discussion with Congressman Hinshaw about the national defense, 
the value of the airlines. Would you like me to make that now? 

The CHarrMAN. Yes. I would be glad to have that go in any place. 
One place is as good as another. This would be a good place for it. 

Mr. Smirn. May I, while I have the privilege of appearing before 
your committee, make a comment on the national defense value of the 
air lines. I have read the discussion between Senator Johnson and 
Congressman Hinshaw in the record and that calls my attention to the 
subject. 

It is tragic that each time this country is faced with a national 
emergency we seem to find the requirement that we learn entirely by 
new experience. We have not demonstrated the ability to evaluate 
and use the difficult, hard-bought lessons of the preceding emergency. 

We went into World War IU ill-prepared. The lack of preparation 
was nowhere so clearly indicated as in the field of air transportation. 
We were preparing to fight a war which would extend over most of the 
surface of the world. We urgently required the transportation ability 
which only the airplane can provide. Yet the Army had only « 
handful of air transports and no military organization experienced in 
air transport operation. 

The airplanes of the civilian lines were limited in number and their 
range and carrying capacity were quite insufficient. We were woe- 
fully weak in air transport capacity. We were able, later, to provide 
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a substantial air transport system, but only toward the end of the war. 
In World War II we had “time”; time which we assuredly will not 
have again. 

If another war is required, is there any reason to believe that it will 
cover a lesser area of the world? Time, if there be any, will be re- 
duced to the minimum. We will fight the early days of the war with 
‘“‘what we have,’’ not what we will later secure. And that applies to 
transport aircraft as much as to any other war vehicle. 

In air transportation the greatest source of national strength is the 
capability of the airlines. You know that from your own records. 
The airlines have more experience in air transportation; they have 
more trained personnel and they have more air transportation capacity 
than any other agency in the United States. The capacity of the 
airlines will constitute the backbone of the United States ability in 
air transportation in the early, decisive days of the war. 

The strength of the civil airline fleet has grown amazingly. The 
subsidies which you have paid for the development of national air 
transportation constitute, in result, one of the best of our national 
investments. The airlines have long looked forward to the time when 
the need for subsidy would no longer exist, and for many of them that 
time has come. 

But, irrespective of that, the important thing is that your confidence 
in civil air transportation has been justified and the Nation has been 
rewarded. I wish that we could fly over the Capitol in an unbroken 
stream the hundreds of modern aircraft available to the carriers today, 
to give you a visual demonstration of the capability that you have 
nurtured and brought to pass. 

I spent more than 3 years in military air transportation, in all parts 
of the world. I started to work for the Army when we had less than 
a dozen air transports available for Air Transport Command. I saw 
the command grow to more than 200,000 men and women, with an 
adequate complement of transport aircraft. But that took years, and 
it was possible only for the reason that the nature of the war permitted 
“time.”’ It will not be possible again. 

The requirement for air transport capacity in the next war will be 
tremendous. As Members of the Senate you are acquainted with 
that. It is obvious that the National Defense Establishment does 
not have the air transport capacity to satisfy the requirements of the 
forces. 

It is obvious that the air transport job for the Military Establish- 
ment cannot be done without major contribution of capacity by the 
civil air carriers. It is obvious that the civil airline fleet is the back- 
bone of national air transport capacity, and that its importance will 
grow, relatively. 

All of this is known and recognized by many of the men of the 
National Defense Department, but not by enough. That is unfortu- 
nate and should be corrected. Any informed person who is not aware 
of the military need for air transport capacity, of the urgent need for 
further strengthening our capability to understand the hard-bought 
lessons of World War II. 

The CuHatrMan. Does that complete your statement, Mr. Smith? 

Mr. Siru. Yes, sir. 

The CuarrMan. Senator Capehart, do you have any comments or 
observations or questions? 
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Senator Caprnart. I do not think so. I think it is a very frank, 
forthright, understandable statement. 

The CHarrMAN. Yes, indeed. 

Mr. Williams, do you have any questions? 

Mr. Wixu1aMs. No, sir. 

The CuarrMan. Do you have any? 

Mr. Youna. No, sir. 

The CHarrMAN. You did not tell us anything about carrying 
freight, your experience in carrying freight, and what, if any, rela- 
tionship freight has to the rate for carrying mail. You have stated 
that you think that 45 cents, while it might ‘be a little on the low side, 
is equitable and fair, within limits. 

What does American haul freight for—what rate? 

Mr. Smirx. Around 20 cents—some higher, some lower. 

The CHarrMAN. Around an average of 20 cents a ton-mile? 

Mr. Smirx. That is right. 

The Cuarrman. Do you feel that mail should be twice that rate? 
Is 20 cents a profitable rate? 

Mr. Smiru. Here is exactly the situation on that, Senator. On the 
basis of 20 cents, and based on the costs of today, the freight trans- 
portation returns the direct cost of operation and makes some small 
contribution to overhead, so that we are better off financially on the 
basis of the present freight rates than if we were not in the freight 
business. 

We have gone about the freight business something like we have 
gone about other pioneer endeavors in the air transportation field. 
The rates have to be predicated on the willingness of customers. 
Their willingness to pay rates is certainly one of the factors. 

Certainly another requirement is that we shall need to continually 
increase the value of freight if it is going to be able to bear its fully 
allocated cost, because the increasing volume decreases with cost of 
carrying it, so that on the basis of freight today it is a limited opera- 
tion as compared with the total of our operation. 

It is not bearing fully allocated costs. It is bearing all of the 
direct cost and some small proportion of overhead, and we are better 
off on that basis. Our reason, of course, for trying to improve that 
situation is that if we can get the freight business to bear a higher 
proportion of the overhead, then the air mail and the passenger 
business will bear a smaller proportion. 

We believe that within some reasonable time that the aviation 
freight business will bear an entirely whole proportion of overhead 
but it is not doing it today. You might reasonably ask why we 
would not be able to haul the mail on an added cost basis. Well, the 
history of added cost operation in other industries is very clear. You 
can sustain and justify added cost operation so long as it doesn’t 
become too large a proportion of your business. 

When it becomes a major proportion of your business you begin to 
lose money, you continue to lose money, and you eventually go bank- 
rupt, so that I see no direct relationship today between the mail rates 
and the freight rates and we cannot afford to haul the mail on the 
basis of the freight rates. 

Reinforcing somewhat my own opinion that 45 cents, while it is an 
acceptable rate, is a little bit on the low side, could I give you a little 
bit of the background on that? 


Tl 
tion 

M 
enga 
I thi 
of tl 
then 


anal 
side! 
T 
carr 
shay 
incu 
that 
It 
adji 
put 
out 
in t 
T 
figu 
cost 
wou 
N 
put: 
cost 


poi 
Ace 
45 
reat 
issu 
\ 
am 
one 
inte 
our 
the 
( 
Th 
Th 
\ 
mo 
No 
7 
the 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 431 


The CuarrmMan. Yes. Weare very anxious to have all the informa- 
tion we can get on that point. 

Mr. Smiru. One of the endeavors, of course, that we have been 
engaged in is one to settle what the Board calls the Big Four rate case. 
I think it has now been settled on the basis of 45 cents, but well ahead 
of that time the Board did a great deal of work in determining for 
themselves what they would consider to be a fair and reasonable rate, 
and of course, we did the same. 

The staff of the Civil Aeronautics Board produced a so-called 
analysis of the cost of the air-mail service, and that was after a con- 
siderable number of disallowances. 

Their conclusion ranged between 43 and 48 cents for the Big Four 
carriers, based on 1949 operating results. It was arrived at after 
shaving many of the operating expenses which had previously been 
incurred and paid by the carriers, in order to reflect certain standards 
that the public counsel for the Board had selected. 

It included about 6% percent return on investment. Many of the 
adjustments and cost allocations entering into public counsel’s com- 
putations were vigorously challenged by the carriers who also pointed 
out various factors that public « ounsel had overlooked or to which he 
in their opinion had given insufficient weight. 

The carriers introduced exhibits showing that if public counsel’s 
figures were corrected to reflect all ascertainable items affecting the 
cost of mail service at cost including a reasonable return on investment 
would exceed 70 cents a ton-mile. 

Now, talking about 1950—that was 1949—based on similar com- 
putations with 1950 operating results, public counsel computed a mail 
cost ranging from 40.41 to 46.45 cents per ton-mile for the Big Four 
carriers. This averages 43.72 cents per ton-mile. 

In other words, that analysis concedes that an average of 43.72 for 
1950 was a fair rate and a range between 43 and 48 was a fair rate for 
1949. 

In 1950 our position on those figures was that they should be sub- 
ject to adjustment upward for most of the same reasons that were 
pointed out for the carriers in dealing with the 1949 operating results. 
Accordingly, even on the basis of either 1949 or 1950 results, a rate of 
45 cents per ton-mile should be considerably below what might be 
reached at sifting all the contentions bearing on the controversial 
issues. 

We could talk at considerable length about the detail of cost and I 
am sure that some time you might want us to do that, but there is 
one very large amount which concerned us and I believe will be of 
interest to you, and that is the difference between what we paid for 
our airplanes and what we evidently will have to pay for them when 
they are replaced. 

Our Convair airplanes cost us a little bit less than $225,000 each. 
They are being sold today for something more than $500,000 each. 
The increase has been more than 100 percent. 

We paid for our DC-—6 airplanes I think $595,000 and for the latest 
model of the DC-6, the ‘“B,’’ we are paying about a million one. 
Not quite 100 percent increase. 

The Cuarrman. Are they a greatly improved plane or practically 
the same plane? 
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Mr. SmirH. Some improvement, certainly not of the consequence 
that would call for those kind of price increases. 

Carrying capacity a little bit more, not much. Speed a little bit 
more, not much. 

The CuarrMan. Would all of that document you have there be of 
help to us? If so, if you do not care to read it, you may put it into 
the record. 

Mr. Smiru. Some of it does not pertain to the case and there is 
only one more point I want to make anyway. 

The CuarrMan. All right. 

Mr. Smitru. Taking the airplanes that we have on hand now, we 
paid $68,000,000 for those airplanes. The market value of those 
airplanes on a replacement basis on September 30, 1950, was $134,- 
000,000. It is somewhat more now, but our problem, when those 
airplanes need replacement, is to find the funds with which to make 
replacement on nearly a 100 percent increased basis. 

We are depreciating our airplanes on the basis of what they cost us 
and know what it would cost to replace them. If we should depreciate 
our airplanes on the basis of replacement cost, our expense would be 
$8} million more per year based on the present fleet. That is one of 
the principal factors that we have to take into consideration when we 
talk about costs because obviously the airplanes will have to be 
replaced. 

If we could take every cent of profit that the company has made 
since we purchased those airplanes and added it all to the depreciation 
reserve it still would not be sufficient to make up the difference be- 
tween cost and replacement values. 

The CuatrrmMan. When Mr. Carmichael was here yesterday he made 
a pretty strong case against having more than one rate for carrying the 
mail. I don’t think it would be very difficult to show that-it costs 
some airlines a great deal more to carry the mail over their routes than 
it does others, but Mr. Carmichael, who as we all know is president of 
Capital Airlines, thinking of his own airline, while contending that 45 
cents was an insufficient rate so far as Capital was concerned, he said 
that he would not want to compete with the Big Four over the same 
territory, and his line does cover the eastern section of the Big Four 
territory. 

He said that he will not want to compete with them having a lower 
rate than they have. He said in that case the Post Office would be 
justified, and the Post Office would give the mail to the Big Four to 
carry and not give him any to carry if he had a higher rate, if he had 
51 cents or 60 cents plus, and they had a 45-cent rate. 

Mr. Carmichael contended that 45 was not enough for Capital and 
yet he wants a uniform rate or a rate based on the Hinshaw plan. 
Now the Hinshaw plan, as we project it, would give the Big Four about 
20 cents a ton-mile for carrying mail from New York to San Francisco 
and Los Angeles, and would probably work out about 45 cents be- 
tween New York and Chicago, would it not? 

Mr. Saitn. I believe that is correct; yes. Mr. Carmichael thought 
that with some changes that the Hinshaw plan might work very well. 
It might work very well for Capital, but it w ould. require a very low 
rate between New York and Los Angeles and New York and San 
Francisco or Seattle or some of these other far distant points. 
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The CuatrMan. Every attempted solution of this problem has its 
difficulties and I would like to have your comments on the difficulty 
that was raised by Mr. Carmichael that if he had one rate and the 
Big Four had another rate, the Post Office would give the Big Four 
the business and he would be denied the carriage of mail. 

Mr. Smirx. Well, in the first place, I do not think any of the princi- 
pal carriers, certainly including American, are at all interested in 
sponsoring a rate which would be inequitable to smaller carriers. If | 
had been asked to estimate what the smaller carriers would have 
wanted I would have estimated that he would want higher rates than 
in the lower classes and I would think that higher rates in the lower 
classes can be justified and I would have no objection to having one 
rate for each of the classes 

If the smaller carriers would prefer instead to have a uniform rate 
certainly that is not objectionable. 

The CuarrMan. The trouble is they cannot live under the one rate, 
because they do have more costs. Capital is willing to admit that. 
He says that 45 cents would not do at all for Capital. He says that 
the Big Four and Capital ought to have a uniform rate because unless 
they do have a uniform rate, Capital will not have any mail to carry. 

Mr. Suiru. I intended one time to make a suggestion which went 
to a part of that problem, except that I felt that if | made the sugges- 
tion it might be misunderstood; but you can cure part of that problem 
by providing identical rates where the routes parallel each other. 

For instance, you could give a class 2 carrier a somewhat higher 
basic rate than you would give one of the principal carriers, but say 
that where service is directly alongside each other—let’s take an 
example: take Northeast between New York and Boston. Both of 
us transport mail there. You could provide that the service rate for 
Northeast and for American between New York and Boston would be 
identical although you might have some differences on some other 
routes. 

I think that would take care of the situation that Mr. Carmichael 
speaks of. It makes it a little bit more complicated. 

The CHarrRMAN. It adds great complications to it. I have been 
thinking along this line—-I do not know whether it is practical or 
whether it would add so many complications that it would be out of 
the question. At the present time the Post Office pays Northeast, 
between New York and Boston, a much higher rate than it pays 
American. 

Mr. Smirxn. About 29 times, I think. 

The CHarrMan. Yes; something like 29 times, and yet Northeast 
gets to carry part of that mail. The Post Office does not discriminate 
against Northeast. I do not know how they divide the mail. 1 would 
like to know. If you know how they do it—— 

Mr. Smiru. It is largely on the basis of arrivals and departures 
and delivery time. 

The CuarrMan. Just catch as catch can, pretty much. 

Mr. Smiru. Thatisright. I do not think there is anything arbitrary 
about it. The provision that 1 was thinking of w ould be to require 
the Post Office Department to let carriers have the mail just as they 
do at the present time. 

Senator CapeHart. Will the Senator yield? 
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Do you mean then that the first mail in Boston goes out on the 
first plane leaving, whether it be Northeast or American; is that 
the way they do it? 

Mr. Smit. Senator, as I understand it they usually work it 
backwards. What arrival in Boston will give them the best oppor- 
tunity to make an early delivery in Boston and tracing it back, what 
departure from New York will give them the best opportunity of 
making the arrival time. 

That is the general philosophy of mail distribution. 

Senator CappHart. This is particularly on the basis of the mail 
arriving at the airport, that it goes out on the first plane leaving. 

Mr. Smirx. Provided the flight time of that plane is no longer 
than the next one. In other words, you could send mail out on a slow 
plane earlier, when you could have done better by putting it in on 
a fast plane later. 

Senator CaprHart. In other words, the mail leaves the airport on 
the first available plane that will——— 

Mr. Smiru. Best advance the delivery time. 

Senator CapeHart. Best advance the delivery time in New York, 
for example? 

Mr. Smiru. Yes, sir. 

Senator Capenartr. That might not necessarily mean the first 
plane out because the second plane out might have a faster schedule 
and get it in quicker. 

Mr. Smiru. That is right. 

The CuHarrMan. I think where it is within an hour that they have 
some method of dividing it even-Steven, and where there is more than 
an hour’s difference they give the mail to the first plane. 1 think 
that is the way they work it. Some scheme along that line. 

Mr. Smirxa. What you do by your method, if I may say so, you 
perhaps eliminate one complication by providing another complica- 
tion. 

The CaarrMan. That is the trouble. 

Mr. Smirx. The easiest thing for the Post Office Department to 
do would be to do what any business enterprise would do, to give the 
mail to the fellow that will haul it the cheapest and get it there first. 

The CuarrMan. That is right. 

Mr. Smrrx. But if you start creating some artificial division of it 
then you create some problem for administration within the Post 
Office Department. 

The suggestion of Mr. Carmichael which he advanced, and I did 
not, I would imagine would have pretty good support in the Post 
Office Department. It would simplify their problem considerably. 

The CuarrmMan. Yes, I imagine so, and I think Mr. Hinshaw’s 
proposal would meet with approval by the Post Office Department, 
but I would doubt very much whether it would meet with approval by 
the coast-to-coast carriers. 

Mr. Smiru. I frankly cannot testify on the merits of Mr. Hinshaw’s 
proposal because | have not had time to study it. 

The CuarrmMan. We have been analyzing it, and one of these days 
we are going to have the expert who is analyzing it—and analyzing 
it thoroughly and completely—we are going to have him in here to 
make the record with respect to it. It is an intriguing method of 
solving a very difficult problem, but there are terrible inequities in it. 
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Mr. Samira. If we can be helpful in any analysis of it we would like 
to do it,because I am not prepared to discuss it now. 

The CuHarrMan. We will have an analysis by an expert who has been 
assigned the job of trying to develop the whole thing for this committee, 
and after he testifies we will be very glad to have your views on it, 
if you want to express any views with respect to it. We ought to have 
that by next Wednesday, to be made part of the record. 

It is not an easy matter to work out these rates on any kind of a 
basis. That is why this committee is taking so much time and giving 
everybody an opportunity to express themselves, because we did not 
want to do something that might be ve ry harmful to the airline indus- 
try. We want to move slowly and be correct and explore all of the 
ramifications of whatever we do before we do it. 

Mr. Samira. I think you already know that the airline industry has 
shown a willingness to be completely objective—at least reasonably 
objective—in all discussions before your committee, because I think 
your committee has been very constructive and very objective itself. 

We have no hesitancy in discussing these things with you quite 
frankly. 

The Cuarrman. Yes, and we certainly appreciate that and we 
appreciate the frankness with which the airlines and others interested 
in this subject have been helpful to the committee. 

Senator Capenart. Mr. Smith, you said a moment ago that the 
replacement cost of airplanes had gone up approximate ‘ly a hundred 
percent. That is true of course of all carriers. 

Mr. Smiru. That is right. 

Senator CapEHART. What percentage have your rates increased? 

Mr. Smiru. Our rates are up. 

Senator CAPEHART. Say over 4 years ago. 

Mr. Samira. In the postwar period since the end of World War II, 
they are up somewhat less than 10 percent. 

Senator Capenart. In other words, your replacement costs have 
increased a hundred percent and your passenger rates have increased 
10 percent? 

Mr. Smiru. That is right. 

Senator CapEHART. What has been the increase in the rate for 
carrying the mail? 

Mr. Smiru. The rate has not increased at all. As a matter of fact 
it has decreased. The 45-cent rate that we are talking about now is 
considerably below the prewar rate, and in my opinion should be, 
but the air mail rates have gone down much more steeply and much 
more consistently than the other rates. 

Senator CarpEHART. What have your other operating costs increased 
over this same period while the cost of the planes were increased 
approximately a hundred percent? 

Mr. Smiru. Our costs have gone up about 10 or 15 percent in the 
last 18 months. We have been able to live under this because we have 
had an amazing increase in volume and as volume increases some of 
the economies which come from volume serve to offset the increases 
which come from higher prices. 

We are doing presently quite well because we have a very high load 
factor, we are operating a great many trips, we have increased our 
service quite tremendously. Under present conditions we are doing 
all right. 
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If the volume drops off we are going to have some real first-class 
problems because none of our rates—either air mail, freight, passengers, 
or anything else—have kept pace with the cost of individual items 
including labor, of course. 

Senator Capenart. Your rates are less and your replacement cost 
and other costs are up. Replacement is up approximately a hundred 
percent and other costs 10 to 15 percent? 

Mr. Sairu. In the last 18 months. 

Senator Caprenart. And your rates are up 10 percent? 

Mr. Smirn. Over the last 5 years for passenger rates. 

Senator Carenart. Your air mail pay is less? 

Mr. Smiru. Air mail is considerably less. 

Senator CAPEHART. But the total revenues are much higher? 

Mr. Smiru. The total income of course from mail is less. 

Senator Carenart. That is due entirely to increased volume? 

Mr. Smirn. That is correct. 

Senator CareHart. Part of it, of course, I presume comes about by 
faster and better planes? 

Mr. Smita. Yes. 

Senator Caprnart. Which somewhat justifies the hundred percent 
increase. Maybe it does not justify a hundred percent but to some 
extent it justifies it. 

Mr. Smirx. On the basis of increased efficiency. The airplanes are 
about 15 to 20 percent. more efficient but we are paying a hundred 
percent more. 

The Cuarrman. The travel habits of the people are changing, too. 

Senator Capenart. Yes. That gives you the increase in volume. 
You say the efficiency of these planes which now cost you a hundred 
percent more is approximately 15 to 20 percent up? 

Mr. Smiru. That is correct. Of course, you are talking on a broad 
subject when you talk about what makes business increase. Of course, 
the rearmament program has created a lot of activity that bas contrib- 
uted to that. When that ceases it will have a contrary effect. We 
have done a lot of coach business on an economical fare basis which 
has been successful. We have put in the family fare plan which 
brings in a hundred thousand dollars a month. 

The safety records are better, the dependability records are much 
better. It is a composite of a lot of favorable factors, but anybody 
would make a mistake to think that this business is a bonanza because 
we are existing today on the basis of a very high volume and nothing 
else. 

Senator Carpenarr. In other words, you are not making your mone) 
on lower replacement costs or what you might term efficiencies in 
operation. 

Mr. SmitH. We have made some very major contributions, in my 
opinion, to efficiency of operation. You can take any of the indexes, 
productivity per man or productivity per airplane or aviation or any 
of the other commonly accepted rec ords of air transportation, and the 
efficiency record of the air lines is quite good as compared with some 
vears ago and that has made a very great contribution toward econ- 
omy of « operation and profitable operation, but the principal factor is 
that the volume has increased. 

Senator Capenart. Your net profit is no more than it was before 
but you are getting more dollars by virtue of your increase in volume? 





M: 
we h 
Se! 
M: 
total 
ment 
less t 
It 
inves 
Se 
oper: 
M 
Ar 
are | 
incol 
any | 
Se 
M 
Se 
out | 
seein 
M 
accu 
from 
$110 
tome 
Se 
M 
Se 
M 
Se 
M 
$110 
tota! 
Se 
and 


mill 
to tl 
Se 
wou 
M 
T 
pect 
M 
7 
wan 
out 


lass 
ers, 
ems 


cost 
lred 


by 


‘ent 
yme 


are 
red 


too. 
me. 
lred 


oad 
rse, 
rib- 
We 
rich 
rich 


uch 
ody 
Luse 
ng 


ney 
sin 


my 
Xes, 
any 
the 
yme 
“On- 
yr is 


fore 
me? 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 437 


Mr. Smiru. Our net profit is better than it has ever been, because 
we have had, in the last 18 months, the best profit we have ever had. 

Senator Capenart. What about percentagewise? 

Mr. Sairu. It is low based on the volume of business itself, but in 
total it is high. It is not high when you compare it with the invest- 
ment, because at one time American Airlines’ total investment was 
less than a million dollars. Today it is over a hundred million dollars. 

It takes a lot of money to run an air line, but our return on the 
investment is very modest. 

Senator Capsenarr. Yes, it takes three times as many dollars to 
operate either a big or a small business today than it did ten years ago. 

Mr. Samira. That is right. 

Another thing—and it is a problem all business concerns have—we 
are presently paying 62 cents out of every profit dollar in Federal 
income taxes, so that the Government has a very effective check on 
any money that we are able to earn. 

Senator Capenart. They ought to be interested in your success, too. 

Mr. Smiru. They should be interested in our success. 

Senator Carrnarr. If I] had somebody who was paying me 62 cents 
out of every dollar they earned, I would certainly be interested in 
seeing that he earned a lot of money. I think I would. 

Mr. Smiru. I have always taken the position that it is difficult to 
accuse American Airlines of being subsidized. We got $6,000,000 
from the Government for hauling mail and I think we paid them back 
$110,000 in Federal income tax, so we have been a pretty good cus- 
tomer. 

Senator CapeHartT. What was the entire total revenue? 

Mr. Smitru. About $120,000,000. 

Sendtor CapenArtT. And $6,000,000 came from the Government? 

Mr. Sariru. That is right. 

Senator Capenart. Out of $120,000,000? 

Mr. Situ. Let us correct that figure. I think it was closer to 
$110,000,000 instead of $120,000,000. It is about 6 percent of our 
total revenue. 

Senator CapEHART. You received $6 million from the Government 
and paid them $110,000 in taxes? 

Mr. Samira. That is right. 

The CuarrmMan. They got a lot of other business besides the mail. 
They carried a lot of soldiers and express and freight. 

Mr. Suirx. Certainly; on a nonsubsidized basis, though. 

The CuatrMan. Certainly. 

Senator Capenart. Total mail pay is $6,000,000? 

Mr. Smirn. Total mail pay is $6,000,000. If we should make a 
million dollars in a month we would pay right now $620,000 of it back 
to the Government and we would keep $380,000 of it. 

Senator Capenart. If you made that amount as an individual you 
would pay $900,000 of it to the Government. 

Mr. Smiru. That is right. But we would not be in business long. 

The CuarrMan. But in all those tax matters your situation is not 
peculiar to the airlines. It applies to all business in America. 

Mr. Smiru. We are not complaining about the taxes. 

The Cuarrman. I know you are not complaining, but I did not 
want it to appear in the record that the airlines were being singled 
out for heavy taxes. 
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Mr. Smirx. We have no objection, when we make money, to paying 
taxes, and we will pay just as much as any other industry in the 
United States will, and we are not complaining about it. 

Senator CapEeHART. The Government is in this position: That it has 
the tremendous expenditures and it gets its revenue from the people 
and the profits. The crocodile tears would be awful big around here 
if business would drop down to the point where you paid no taxes. 

In fact, I don’t know what the Government would do to operate. 
Yet on the one hand we beat the brains out of them because they are 
developing a lot of tax money to run this great Government, and on 
the other hand we try to do everything we possibly can to see that 
they do not make money and we complain about the fact that they 
do make money. 

Mr. Smirx. We find that viewpoint in some sections of the Govern- 
ment quite prevalent. For 8 or 9 years they encouraged us to operate 
economically so we could make money and get off the Government pay- 
roll and on the tax payroll. Immediately we begin to make money and 
we are & monopoly, so we cannot win on either basis. 

The CuarrMan. I wanted to have you testify in regard to the 
carriage of foreign mail if you would not mind. You have had ex- 
perience in operating an international airline. You are not operating 
one now, and you ought to make a valuable and unbiased witness 
with respect to that matter. 

The separation of the mail compensation from the subsidy in the 
foreign field is much more difficult than it is in the domestic field. It 
is tough enough in the domestic, but in the foreign field it has many, 
many difficulties. 

Could you give us any advice or any suggestions or any comments 
with respect to separating the mail from the subsidy in the foreign 
field? 

Mr. Smriru. I would like to be helpful, frankly, but I—— 

The CuarrMan. I notice that you recommended it be done in your 
testimony this morning. 

Mr. Suiru. The detail of the method by which it could be done, 
I am afraid my advice would be of little value because I have spent 
very little time working on that problem. 

The CHarrMANn. Can you tell something of the difficulties in oper- 
ating in the foreign field, over and above and outside of the difficulties 
of operating in the domestic field? You have operated in both fields 
and we are told that there are many, many difficulties in operating 
in the foreign field. 

Mr. Smirx. Well, you have some common difficulties. In the first 
place I have taken the position many times that competition has been 
encouraged for the sheer sake of competition, to the extent that in 
many places it is wasteful. I think I pointed out some examples of 
that one time in the domestic field. 1 am sure that in the foreign 
field you have some places where you have much more service and 
more carriers than the public convenience and necessity requires. 

You have at some places in the foreign field two carriers where one 
carrier would have difficulty in surviving. I think in the long run you 
are going to have to do something about the duplication in the foreign 
field if you are going to achieve any really worth-while economies. 

The CHarrman. Are you speaking now of American duplication? 

Mr. Smiru. American duplication. 


Th 
tition 

Mi 
also. 
overs 
concl 
Nort! 
busin 
Ame! 

It 


has k 


Ame 

Th 
betw 
coun 
subsi 
the « 
prov 

M 
impo 
field 
is & | 
each 
petit 
overs 
ment 
some 

TI 


valu 


have 

Tl 
beca 
deal 

M 
put 
a lot 
exac 
the | 

As 
resp 
nece 
did ; 

T 


“um 





Jur 


ne, 
ent 


yer- 
hes 
Ids 


ing 


irst 
een 

in 
; of 
ign 
ind 


one 
you 
ign 


>. 


on? 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 439 


The CuarrMan. Or foreign duplication? There is a lot of compe- 
tition with foreign carriers. 

Mr. Suiru. That is right. That is a very troublesome problem 
also. As a matter of fact, our principal business when we were in the 
overseas field was in the North Atlantic, and we came to the ve ry firm 
conclusion that there were too many people doing business on the 
North Atlantic, including too many Americans, for the volume of 
business, and that the country would be better off if the number of 
American carriers was reduced. 

I think that the country is better off now that the number of carriers 
has been reduced from 3 to 2. I think our viewpoint was sensible at 
the time, and I think it has been sustained. 

You have a lot of places, though, where you have two or three 
American carriers that in my opinion there is no need for them. 

The CuarrmMan. The original thought was to have competition 
between American carriers, but it has now developed that other 
countries have their own national lines—Government-owned lines, 
subsidized, or even a Government operation competing with them, so 
the element of competition is already there and we do not have to 
provide it in this country. 

Mr. Sairu. Direct competition between American carriers is less 
important in the overseas field generally than it is in the domestic 
field because on most of the good routes you have competition. That 
is a general statement and to be specific you would have to analyze 
each route but I do think and have thought for a long time that com- 
petition between American carriers has been carried too far in the 
overseas field, and I think it is wasteful and expensive to the Govren- 
ment, and your major economies are going to come some day when 
some of that is eliminated. 

The CHarrMAN. On the other hand, American aviation is of great 
value diplomatically and militarily in the foreign field; is it not? 

Mr. Smirn. That is right. But American ‘people can be just as 
well represented in the country by one carrier as they can by two or 
three. I am not advocating a monopoly or the acme instrument. 
I have spent more time arguing against the chosen instrument than 
anybody in my time, but I do think that in leaning over backward 
to avoid the lack of competition that in several sections we have gone 
too far on it and I can be completely objective about that because | 
have no personal or corporate interest in it. 

The CHarrmMan. That is one reason we wanted your views on it 
because you are no longer in it, you have been in it, you know a great 
deal about it. 

Mr. Smiru. Our good faith in that testimony is quite evident. We 
put $15,000,000 in an overseas company and operated it 4 years with 
a lot of hard work for nothing and got out, because we believed in 
exactly what I am saying now: That there were too many people in 
the field for our own good or for the good of the Government. 

As a matter of fact, in American Overseas Airlines which we were 
responsible for running we were heavily subsidized and I thought un- 
necessarily so and I thought we would both be better off if we just 
did not do it. 

The CuHarrMan. I do not quite understand what you mean by 
“unnecessarily subsidized.”’ 
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Mr. Smiru. I did not think our own operation was making any 
special contribution to the general welfare. We had three companies 
on the North Atlantic. I could not see any benefit to the United 
States with three companies versus two. So far as the corporation 
was concerned I could not see any benefit to ourselves because we 
were working hard and making no money. 

No one was getting anything out of it so I thought we ought to 
change the situation. 

The CuarrmMan. No one was getting anything out of it but it was 
costing the Treasury a considerable amount. 

Mr. Smita. Directly. 

The CHarrMan. We thank you very much for your appearance 
here this morning. You have been very helpful to us. 

We had another witness this morning but he could not come so 
that is all the witnesses we have until Monday morning at 10 o’clock 
when Mr. C. A. Wolman, president of the Delta Air Lines, will appear 
before us. 

If there is no objection I would like to place in the record a state- 
ment from the Post Office Department with respect to the settle- 
ment with the Big Four on the future rate of 45 cents and the post 
period rate of 63 cents upon which a settlement was made. 

There being no objection, that will go in the record at this point. 

(The statement referred to is as follows:) 


BEFORE THE CrviL AERONAUTICS BoarD, WASHINGTON, D. C., 
Docket No. 2849 Er AL. 


In the matter of compensation for the transportation of mail by aircraft, the 
facilities used and useful therefor, and the services connected therewith, of 
AMERICAN AIRLINES, INC., EASTERN AIR LINES, INC., TRANS 
WORLD AIRLINES, INC., UNITED AIR LINES, ING., over their routes 
within the continental United States insofar as authorized under certificates for 
interstate air transportation and over their routes between the United States and 
terminal points in Canada. 


STATEMENT OF IssUES AND REQUESTED FINDINGS OF THE POSTMASTER GENERA! 


To the Civil Aeronautics Board: 


The Civil Aeronautics Board, in a letter to the chairman of the Committee on 
Interstate and Foreign Commerce of the United States Senate, dated July 9, 
1951, outlined its agreement with the so-called Big Four airlines! for a settle- 
ment of the combined subsidy-air mail rate for the so-called retroactive period, 
that is, from the date of the applications to December 31, 1950, on the basis of 
63 cents per ton-mile of mail carried, and for a service rate from and after Janu- 
ary 1, 1951, of 45 cents per ton-mile of mail carried. It is the understanding of 
the Post Office Department that the aforesaid agreement was arrived at on the 
record in this proceeding and that the order to be entered will be based upon the 
evidence. 

The establishment of service rates, from which all elements of subsidy are to be 
eliminated, marks a new departure in rate making for air carriers in the trans- 
portation of United States mail. This presents new issues for consideration by 
the Board upon which it must make findings in this proceeding that will estab- 
lish principles governing the making of service rates in the future. This is of 
basic importance to the Postmaster General in the exercise of his exclusive 
authority to prescribe the mail service required of airlines in accordance with 
the needs of the Postal Service. Accordingly, the Postmaster General respect- 
fully submits herewith a statement of issues involved in the establishment of 
service rates and his requested findings and conclusions thereon. 


1 American, Eastern, TWA, and United. 
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STATEMENT OF ISSUES 


The basic issues in the proceeding upon which the Board must make specific 
findings and conclusions are: 

1. Is air-mail transportation similar to the ordinary transportation business of 
certificated air carriers? 

2. in arriving at service rates for the transportation of United States mail are 
such rates to be fixed at not to exceed fully distributed costs plus a fair return, 
with discretion in the Board.to fix such rates at a lower level in the light of other 
factors? 

3. Are the cost studies in this proceeding, at best, approximations which should 
be given such weight as seems proper in view of all the circumstances under 
which they have been obtained and the theories underlying the assumptions and 
various steps in the computations? 

4. In arriving at a service rate for the future, what consideration should be 
given to the following factors: 

(a) In the initial stage of rate determination, fully distributed costs arrived at 
by: 

(1) Direct assignment or apportionment of operating expenses, rents, 
taxes (excluaing Federal income taxes) to each traffic. 

(2) Return on investment. 

(3) Federal income taxes. 

(b) Out-of-pocket costs. 

(c) Revenue and rate comparisons. 

(d) Stability of mail traffic and revenues. 

(e) No solicitation, advertising, or tariff publishing expenses required for mail 
traffic. 

(f) Competition. 

The Board should determine the ultimate issue of fair and reasonable service 
rates for the future in the light of its specific findings on the above issues. 


REQUESTED FINDINGS 


The Postmaster General respectfully requests the Board to make findings and 
conclusions as follows: 

1. Air mail transportation is not distinguishable from the ordinary transporta- 
tion business of certificated air carriers and is not burdensome or preferential in 
relation to comparable air traffic. 

2. That the service rate established in this proceeding does not exceed fully 
distributed costs plus a fair return. 

3. That the cost studies in this proceeding are, as in similar proceedings before 
other regulatory bodies, at best, approximations to be given such weight in the 
initial stage of rate determination as seems proper in view of all the circumstances 
under which they have been obtained and the theories underlying the assumptions 
and various steps in the computations. 

4. That in fixing the service rate in this proceeding at not to exceed fully 
distributed costs, consideration has been given to the evidence bearing on the 
following factors: 

(a) The character of the service performed in connection with the transporta- 
tion of mail with that performed for other forms of air traffic. 

(b) The revenues received from the transportation of mail compared with that 
received from other forms of air traffic. 

(c) The stability of mail traffic and revenues compared with that of other forms 
of air traffic. 

(d) The fact that no solicitation, advertising, or tariff publishing expenses are 
required in mail traffic. 

(e) The effect of competition. 

Roy ©: FRANK - 
Solicitor, Post Office Department. 
ARNE C. Wiprup, 
Associate Solicitor, Post Office Department. 
Frep E. Batrus 


Assistant Solicitor, Post Office Department. 
Juty 11, 1951. 


(Whereupon, at 11:05 a. m., the hearing was adjourned to reconvene 
at 10 a. m., Monday July 16, 1951.) 
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TUESDAY, JULY 17, 1951 


Unitep States SENATE, 
COMMITTEE ON INTERSTATE AND 
FoREIGN COMMERCE, 
Washington, D. C. 
The committee met, pursuant to adjournment, at 10:40 a. m., in 
the committee room, room G-—16, United States Capitol, Senator 
Edwin C. Johnson (chairman) presiding. 
Present: Senator Johnson of Colorado (chairman). 
Also present: Edward C. Sweeney, professional staff member, and 
Mr. Williams, appearing on behalf of Senator Williams. 
The CuarrMan. The hearing will please come to order. 
Mr. Robert J. Smith, preside nt of Pioneer Air Lines. 
Will you be seated and proceed in your own way, sir? 


STATEMENT OF ROBERT J. SMITH, PRESIDENT, PIONEER AIR LINES 


Mr. Smirua: Thank you. With the chairman’s permission I would 
like to read this prepared statement for the record. 

The CHarrMan. You may proceed as you wish. 

Mr. Samira. Mr. Chairman, gentlemen: The considerations of this 
committee seem to me to be of a very fundamental nature. They 
involve a resolution of the recurrent question of identifying how much, 
if any, the Federal Government is paying to individual airlines for the 
transportation of mails in excess of a fair and reasonable value of 
the service rendered. 

They also involve how such determinations shall be made, whether 
there shall be legislative presumption of the value of service rendered 
in all cases, with the corollary reduction of those presumptions to 
actual rates in cents per unit of service rendered, with the attendant 
inflexibility and cumbersomeness which it seems to me must follow. 

They include what are undoubtedly well-intended but which actually 
are destructive proposals to characterize, and place within iron curtains 
of categories, certain of, if not the majority of, the civil air carriers of 
the United States. Some would place a stigma of unwelcomed and 
unwarranted pauperism on most of the cities presently receiving serv- 
ice, and particularly the smaller cities. 

These are the carriers which have given to the United States a 
preeminence in air transportation. These are those which have 
established standards of service and of safety in transportation which 
are without parallel in the world. They have made por pe the 


development of the transport craft which are the standard of the 
world, 
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Politically, psychologically, and in philosophical terms, they have 
reformed world relations. I believe that for these reasons, among 
others, they deserve better treatment from this committee, and from 
the Congress of the United States, than has been suggested for them 
by some of the short-sighted critics whose self-serving proposals care- 
fully avoid reference to these more important contributions. 

With your permission, Mr. Chairman, and before discussing specifi- 
cally our views of some aspects of the several bills now before you, | 
should like to outline to you what has happened in the case history 
of the first new air carrier to receive a certificate since the passage 
of the Civil Aeronautics Act of 1938. 

That carrier you know as Pioneer Air Lines. Let me say that it 
could not have come into existence except for the vision and foresight 
of the Congress as manifested in this act. I consider the act as a 
splendid one. I have been engaged in air transportation some 25 
years; so I have known air transportation intimately before the pas- 
sage of the act, and throughout its life since the passage of the act. 

I would then urge the most careful, considerate, and analytical 
examination of proposals to set it aside, or to modify it in substantial 
degree. The growth of this industry in the beneficial climate which 
the act has supplied would also urge the course. of caution before 
tampering. 

I would suggest the most diligent examination of reported ills, and 
a determination whether they could be better corrected by other 
means, before even the slightest change in the policy and philosophy 
which the act so well expresses. 

Pioneer Air Lines, Inc., was incorporated under the laws of the 
State of Texas in January 1939 under the name “Essair, Inc.” and 
was organized for the primary purpose of operating a commercial 
airline within the State of Texas. Limited operations were conducted 
during 1939 but, without governmental support, were not financially 
successful and were soon suspended. The name was changed from 
Essair, Inc., to Pioneer Air Lines, Inc., in May 1946. 


On November 5, 1943, the Civil Aeronautics Board awarded the 


company a temporary certificate of public convenience and necessity 
authorizing air transportation of persons, property, and mail to six 
Texas cities. This was the first “temporary” certificate to a domestic 
airline the Board had ever issued—and, incidentally, we are still 
operating under a “temporary”’ certificate—it was the first certificate 
ever issued authorizing a local air service or “feeder’’ type operation 
And was, in fact, to the best of our knowledge, the first new domestic 
air carrier to be certificated under the Civil Aeronautics Act of 1938 
all other carriers then certificated having received certificates under 
the so-called grandfather clause. 

In November of 1946 Pioneer’s certificate was amended to authorize 
service to additional cities in Texas, and in February of 1948 it was 
again amended to provide service to certain cities in New Mexico. 
However, in September 1950 the Civil Aeronautics Board ordered 
suspension of a portion of the service in New Mexico. 

Today Pioneer operates 2,011 route miles and provides air service 
to 22 cities in Texas and New Mexico. Its temporary certificate of 
public convenience and necessity has been twice extended and is now 
scheduled to expire in part in 1952, and in part in 1955. ; 

Pioneer’s certificated operations started August 1, 1945, using 
three Lockheed 10—A airplanes which were the only planes available 
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to it at that time. It was recognized and shortly verified that the 
Lockheeds were not suitable for its use. 

They lacked sufficient head and elbow room; 1 of the 10 passenger 
seats had to be removed to provide space for necessar y radio equip- 
ment; the 3 cargo bins were too small and not readily accessible, 
and spare parts were practically nonexistent. 

Early in 1946 the Government offered C—47 aircraft for sale as 
surplus, and Pioneer purchased five of these to convert to airline type 
DC-3. In adapting the C-47’sfor short-haul type operations, one 
fuel tank was removed to conserve weight, since the additional fuel 
range was not necessary. The automatic pilot was removed also, and 
24 seats instead of the usual 21 were installed. 

On August 15, 1946, the DC-3's were placed in service, and with 
them came problems of handling more passengers, mail, freight, and 
express. The ground time at intermediate stops could not be le ngth- 
ened for economy’s sake and passenger convenience. 

Only a judicious few additional station personnel could be added to 
handle the increased number of passengers. Consequently, the mani- 
fest and load forms were redesigned for streamlined simplicity and 
ramp procedures were reduced to absolute necessity. The reservation 
and ticketing procedures were revised. Downtown ticket offices were 
considered wasteful and not appropriate for our kind of operation and 
so were eliminated. 

As operations continued, more routes and planes were acquired as 
experience indicated further needs. Soon we had to enlarge all our 
rear cargo bin doors and install the built-in step type of passenger door 
in order to further simplify and speed up ground handling. 

With the inauguration of service with the DC-3 equipment, we 
sought authority to operate aircraft during inclement weather on 
instruments and by radio navigation. Although our pilots held air 
transport ratings and our radio equipment was ty pe-certificated, we 
were required to prove our ability to navigate by instruments and 
prove to the CAA the adequacy of our radio coverage over our route. 

At cities where there were no radio facilities, Pioneer had to provide 
them; because the CAA had no funds nor authority to do so. Its 
police: v then, as now, was not to plan for or provide them for temporarily 
certificated carriers. 

After a series of proving flights over various segments of our system, 
complete instrument authority was obtained in January 1947. Dur- 
ing this month our performance factor improved to 84.3 percent for 
January 1947 compared with 71 percent in January 1946; and in 
February 1947 it was 94.61 percent compared with 78 percent in 
February of the previous year. It is believed Pioneer was the first 
local service carrier to achieve full instrument authority. 

Sometime later we were advised that local service carriers might 
have difficulty in retaining their assigned medium high radio fre- 
quencies for air to ground communication. We had experienced con- 
siderable interference on these frequencies, so we concluded it best 
that we investigate the use of recommended very high frequency radio 
bands. This investigation proved VHF advantageous, so we were 
soon approved for VHF communications over our entire system and 
believe this to be another “‘first”’ in local service operation. 

In addition to CAA inability to provide radio aids for cities on local 
service routes, there is also a reluctance to designate these routes as 
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civil airways. Consequently, the airway traffic control centers refuse 
control of aircraft that are scheduled on “off airway” segments. 
This has presented a serious problem for local service operators. 

At the present time the CAA is installing a new system of radio 
navigation beacons on Federal airways that operate in the VHF 
spectrum, commonly called the omnidirectional program. Pioneer 
has cooperated wholeheartedly in this program. Already we have 
route omninavigation authority and have equipment installed in three 
planes and expect to complete equipping our planes during the latter 
part of this year. 

It is hoped that with growing acceptance of omninavigation the 
CAA will find it feasible to designate all our route segments as civil 
airways and that the air traffic control centers will be able to control 
our flights over all of our routes. This will reduce costs and improve 
safety. 

In granting Pioneer’s original temporary certificate and in the 
subsequent decision extending the certificate the Civil Aeronautics 
Board stated that certificates would be granted only to those com- 
panies that had a justifiable expectation of success at a reasonable 
cost to the Government, and that decreasing dependence upon 
governmental financial support in the form of mail pay would be 
essential if the operations were to be continued. 

It was realized that, as was the case with the trunk airlines and 
other forms of transportation, the costs to the Government would 
necessarily be higher in the early or developmental stages of the 
undertaking. 

Pioneer was glad to accept this challenge. We believe that our 
record has proven the soundness of the CAB’s decision awarding the 
certificate, and that despite the inflationary spiral in prices and costs 
in recent years, that we have achieved a substantial reduction in 
governmental financial support through mail pay. These state- 
ments are substantiated by the following figures: 


Analysis of mail pay received 
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revenue- | mail pay to 
passengers | total operat- 

carried ing revenue 
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Cents 


Percent 
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$37.17 | 71. 53 
23. 88 | 64. 20 


1946... sicdeeeadeetaes ace ackddtebtetlenl 27.2 55. 24 


1947 ‘ ~ — ae papacgigosdbawrd 27.% 48. 5 
1948 _ vee ‘ . “ 20. 98 | 45. 2 


ng 16. 49 | 54, 42 
2E 16. 50 | 51. 87 
1949. - : er" pasbcakan ¥. | 43. 97 16. 10 | 50. 72 
Pe ideisns ‘ maint — oon . 2.88 | 34. 60 9. 98 38. 37 
1951 3___. 5 aici att nieve tole Ate thant jocantioel beh . 83 | 29. 73 7.31 32. 48 


1 From inception of operations Aug. 1 to Dec. 31, 1945. 
2 For the 6-month period ended June 30, 1951. 


It is expected that the trend toward commercial self-sufficiency will 
continue, possibly with minor interruptions, and that future depend- 
ence upon governmental support will be considerably less than at 
present. : 

It should be pointed out that costs today are considerably higher 
than those of a few years ago, and that a comparison on a pure dollars- 
and-cents basis of our mail pay requirements today with those of 
trunk lines during their developmental stages may be misleading. 
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The May 1951 Bureau of Labor Statistics Cost of Living Index 
was 184.6 percent, 1935-39 being 100 percent. As an illustration, 
the mail pay received by Pioneer in 1950, our fifth full year of operation, 
amounted to 34.60 cents per revenue aircraft mile; while the mail pay 
of Continental Air Lines, a regional trunk line, in 1942, its fifth year 
of operation under the Civil Aeronautics Act of 1938, amounted to 
44.48 cents per revenue aircraft-mile flown. 

Adjusted to current day price levels, however, these figures would 
amount to 37.31 cents for Pioneer as compared with 70.48 cents for 
Continental. In making such comparisons the difference in type of 
operations—the inherently higher costs of local service operations— 
should also be kept in mind. 

To compare mail payments to Pioneer with air mail receipts to the 
Post Office Department is not a true indication of net cost to the 
Federal Government. The Federal taxes on corporate income, 
Federal transportation tax, Federal excise taxes on gasoline and oil, 
Federal payroll taxes, Federal taxes on income of employees, et 
cetera, altogether contribute more to the Federal Treasury than the 
amounts paid Pioneer. If Pioneer’s operations were suspended, 
these revenues would be lost in part if not in whole. 

Pioneer’s undertaking has been to develop traffic and do it at low 
cost. Certainly there was little, if any, precedent for the sale of this 
type of service. Ours being the first of the local service carriers, it 
was a departure from the conventional air transport conception. 

We committed ourselves to certain definite objectives. We 
organized and put in being at the outset a small sales force to spear- 
head our “every person in the organization a salesman’”’ program. 
We developed a planned promotion and advertising program. 

Promotion that would develop traffic immediately ; advertising in 
every city served commensurate with the potential in each city. “We 
spend most of our advertising dollar for space and less for production 
of art work. We avoid marginal and indirect advertising plans; we 
simply can’t afford to spend a nickel that won’t bring results. 

Some of the ideas we have put to work from these policies have 
been: Our sales people do not have offices. Their job is to be on the 
spot where the business will be found, which is in the offices of busi- 
ness firms and individuals having a need for transportation. 

We have no downtown ticket offices on our system. We are 
represented in oply five such offices of other carriers on our system, 
costing us less than $300 per month. Our theory has been to make 
it easy for the passenger to buy our services. He must, of necessity, 
come to the airport to board the airplane, so we provide prompt 
reservation service by telephone and the ticket at the airport. 

Our so-called “grass roots’? program is the most fundamental and 
far reaching of our sales efforts. Under this plan we endeavor to 
become a real part of each community we serve. We want to put 
back into each community in service what we take out in revenue. 
We want these communities to accept this air service, its importance 
to them, as their own. 

We consult with the frequent users of our service on schedule times 
and their frequencies. We demonstrate to department and clothing 
stores how they can increase their business by encouraging out -of- 
town customers to fly to their city and shop with them. 

These business concerns, including some of national reputation, 
have written periodically to their out-of-town customers, numbering 
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many thousands, urging these customers to visit the stores, and telling 
the customers how easily and conveniently they can do so by using the 
frequent flights of Pioneer from and to their city. 

It bas materially improved and increased the use of air parcel post 
and air express, too. These stores are then working for us as well as 
for themselves, and it has meant much in prestige. It is business that 
neither would get without the Pioneer service. 

Once a passenger, always a potential passenger; so we are selling the 
youngsters in our cities air educational flights. Through this co- 
operation with our local educational authorities, we are carrying 
classes from schools, to whom we are demonstrating the value of air 
transportation to them as individuals and citizens of this country. 

By September, this year, 70 percent of our total passenger business 
will fly with us on a credit basis. The extension of convenient credit 
terms has certainly been a boon to air transportation. Since we 
inaugurated this credit plan, 12 other carriers have instituted it as a 
part of their sales programs. 

In a recent survey of 5,000 Pioneer passengers, it was found that 566, 
or 11.32 percent, were making their first flight on a commercial airliner. 
In addition, 780, or 15.6 percent, had made their first commercial air- 
line flight with Pioneer. 

A total of 1,346 people, or 26.92 percent, were not even air travelers 
until Pioneer provided them with air service. 

When asked what portion of their travel was conducted via airline, 
28.14 percent answered less than one-fourth; 22 percent indicated that 
between one-fourth and one-half.of their travel was by commercial 
airline; and some 602, or 12.04 percent, answered that between one- 
half and three-fourths of their travel was by air. Some 19.94 percent 
answered that they traveled more than three-fourths of the time via 
air. 

As to the number of annual flights made, 23.66 percent flew less than 
5 times; 22.14 percent, 5 to 10 times; 14.79 percent, from 10 to 20 
times; 6.34 percent from 30 to 40 times; and 14.72 percent more than 
40 times annually. 

Another question asked was the portion of total air travel which 
these passengers made by use of Pioneer’s service; and 525, or 10.5 
percent, answered more than three-fourths; 29.48 percent answered less 
than one-fourth; 18.86 percent, one-fourth to one-half; 6.14 percent, 
from one-half to three-fourths. 

As evidence of that method of transportation with which Pioneer 
competes, it was found that if the services of Pioneer had not been 
available, 40.44 percent of the 5,000 passengers surveyed would have 
used the private automobile; 26.14 percent another airline; 24.02 per- 
cent the train; 10.72 percent the bus; 3.74 percent private plane and 
1.74 percent did not answer. 

This questionnaire also revealed that 57.36 percent of the 5,000 
passengers used Pioneer’s service because of the more convenient 
schedules operated. Of the 5,000, 70.62 percent indicated that they 
were traveling in the conduct of business. 

Air mail not only receives top priority in service and handling 
through expedition to destination, it also receives important attention 
in our sales efforts as is evidenced by the increasing volume of mail 
we are transporting. 
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a safe and dependable service. Such facilities are generally furnished 
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ing * Certain flights are designed to operate at times which will move the 
the greatest percent of the mail. We have under way a sales contest 

| within the Post Offices on our system which should increase air nail 
ost > and air parcel post volume by 15 percent. At no cost to the Post 
as ' Office Department, radio advertising media has been utilized to sell 
hat the air mail service of the Postal Department. 

Sparsity of population supplies the major limitation affecting the 
the development of traffic by the local service carriers. A subsidy of popu- 
co- lation accrues to the major trunk carriers who provide intercity 
ing » transportation between the large metropolitan areas, while the local 
aur service carriers are charged with the responsibility of providing a 
: service to the smaller cities with the resultant loss of subsidy in the 
ess - form of population. 
dit The traffic available to Pioneer at Las Vegas, N. Mex., for example, 
we ' is but a minute fraction of the traffic that would be available to it at 
Sa \ Los Angeles, Calif. 

5 The very short-haul characteristic of Pioneer’s route (average 
66, » distance between stops is 79 miles) is the second limiting factor 
er. » affecting the development of traffic. It is a great deal more profitable 
air » and much less expensive to provide transportation for long-haul traffic 
than for short-haul traffic. The local service carriers are without the 
ers authority to provide this long-haul service and, as a consequence, do 
| not enjoy this subsidy of route pattern. 
ne, The local service carriers with their inherent limitations with 
hat ' respect to the development of traffic (lesser populated cities and short 
cial haul) are not immune to the further limitation supplied by competition 
ne- for traffic by trunk lines. While the Civil Aeronautics Board has 
ent announced a policy of eliminating competition between trunk lines 
via and feeder lines over basically feeder routes, the Board has failed to 


implement this policy in the case of Pioneer. In opposition to the 





han Board’s forced suspension of the trunk lines at these feeder points, the 
20 trunk carriers raised the proposition that a permanently certificated 
han ' carrier could not, under the act, be permanently suspended from 
Q ' providing a service. 
ich Local service carriers are handicapped by having te provide service 
10.5 with equipment which was not designed for local service operations. 
less ' Generally, the local service carriers are today using DC-3 and con- 
ont, verted war surplus C-47 equipment. These planes, despite many 
modifications made, are inefficient and expensive to operate. The 
leer result has been to retard the growth of the local service carriers and to 
een increase their mail pay and inherent subsidy requirements. 
ave Congress has considered legislation to help defray the cost of 
per- designing and building a new aircraft suitable for local air service 
and operations, but no action has been taken to date and the prospects of 
obtaining a new aircraft in the near future are not bright. Until a 
000 new plane is produced, the local service carriers will not be able to 
lent exploit their traffic potential to the fullest extent nor to reduce their 
hey mail pay requirements to the minimum possible. 
; Because of the temporary certificates held by the local service 
ling lines, the Civil Aeronautics Administration has not felt justified in 
tion assisting them by designating routes as civil airways and installing 
nail the necessary radio navigation facilities. In many cases the carriers 


have had to expend substantial sums to provide facilities to enable 
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a safe and dependable service. Such facilities are generally furnished 
free of charge to the large carriers with permanent. certificates. 

The temporary certificates of public convenience and necessity 
issued local service carriers have hindered them in many ways. It 
has made most difficult, and in some cases impossible, securing ade- 
quate capital to finance ‘them. Asa specific example, financing must 
be arranged for the purchase of new equipment which, under present 
regulations, must be obtained before December 1953. ‘With delive ry 
of new planes ranging from 18 months up, and a certificate due to 
expire in 1955, it is easy to see why such financing is difficult. 

It has made many cities reluctant, if not completely unwilling, t 
finance terminal and airport improvements without the definite assur- 
ance that the air service would continue for a reasonable time. The 
temporary certificates have had an adverse effect on the personnel of 
the airline, as it created doubt and uncertainty in their minds as to 
their continued employment. This has made it difficult to obtain 
and keep competent and trained employees at normal salary and 
wage rates. 

The temporary certificates have also been disadvantageous to the 
local service carrier in their relations and dealings with the Civil 
Aeronautics Board and the permanently certificated trunk lines. In 
cases involving both a trunk and local service airline where needed 
route adjustments should be made, the Board has strongly favored 
the trunk lines. 

Their theory apparently has been that it is easier to make adjust- 
ments to a temporary certificate than to a permanent certificate, 
despite the needs and merits of the case. The opinions and statements 
of the trunk lines have strongly influenced the Board, and are based 
upon a presumed fear that the local service airlines, as newcomers, are 
encroaching upon their business and private property. All air car- 
riers should be certificated alike to eliminate such inequities. 

The Civil Aeronautics Board has also imposed limitations on the 
local service operations which serve to limit the flexibility of their 
operations and retards their growth. The principal limitations 
require that each flight serve every intermediate point regardless of 
traffic and operational requirement, and _ restrict turn-around 
authority. 

Insistence upon retaining such limitations imposes an unnatural 
‘fron curtain’? upon the development of traffic by local service 
carriers. A most cursory examination will demonstrate that traffic 
potentialities and service requirements differ widely as between 
cities. Yet, in its zeal to protect the privileged carriers holding 

“or andfather” certificates from competition with local service carriers, 
the Civil Aeronautices Board has manifested the greatest reluctance 
to relax these inhibiting limitations. 

Generally, the objections of the trunk carriers have been ratified by 
the Board, despite the public convenience and necessity for relaxation 
of limitations, and the general benefits to the Government from thie 
further development of traffic by the local service carrier which 
would follow. This seems unsound as public policy. 

It is well illustrated by the manner in which these local services 
are being patronized currently. It is inevitable that a relaxation of 
limitations, to permit that natural improvement in service charac- 
teristic of air transportation to those cities with greatest demonstrated 
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traffic-generating potentialities, would produce even more traffic, 
with consequent reduction in mail-pay requirements. Our experience 
may serve to show this true. 

The value of Pioneer’s services to the area served is high. A large 
percentage of the population make use of these services each month. 
For the first quarter of 1951, 18.7 revenue passengers were transported 
monthly for each 1,000 population served. These revenue passengers 
were transported 6,088 revenue passenger-miles for each 1,000 popu- 
lation served. 

This year we will transport to and from certain cities passengers 
equivalent to almost their entire population. For example, we expect 
to carry 40,000 passengers to and from Abilene, Tex., during this 
year. Abilene’s 1950 population was 47,000 persons. 

The local service carriers generally have carried more revenue pas- 
sengers per 1,000 population served than have the major trunk carriers. 
Pioneer ranked second among the local service carriers in this respect 
for the first quarter of 1951. This demonstrates the widespread need 
for and use made of Pioneer’s service in its moderately populated area. 

The need for Pioneer’s services as evidenced by the percentage of 
the total population which has made use of them has in part been 
brought about by the previous isolation of the areas and the lack of 
good surface transportation facilities. When the frequency of sched- 
ules and the arrival and departure times of the surface carriers are 
compared with the schedule times of arrival and departure, fre- 
quencies of schedules, and the time saving of air over surface travel, 
it demonstrates the great potential which is inberently available 
only to air transportation. 

Despite this demonstrated public evaluation of these services, every 
effort of Pioneer to further improve its services by overflying less pro- 
ductive points on some schedules to permit of improved service to 
more productive points has been opposed by trunk carriers—even as to 
points where the trunk carrier did not serve the points involved. This 
is a policy which is contrary to the public interest, is destructive of the 
basic quality of air transportation, and extremely costly to the local 
service carrier. Landings and take-offs are very costly. To be 
required to make one where there is no traffic requirement but only a 
categorical limitation requirement is poor economics, if not sheer 
nonsense. 

Some of the large trunk carriers have recently taken steps designed 
to enable them to suspend their regularly scheduled services to those 
points which a local service carrier could better serve. These trunk 
lines have acknowledged that due to the nature of their services, 
principally long-haul, nonstop between large metropolitan areas, they 
cannot provide all the service necessary to the development of the 
majority of the traffic at the smaller cities and that these cities should 
be served exclusively by the local service airlines. 

American Airlines asked to be relieved of its requirements to serve 
Abilene, Tex., and this request was granted by the CAB. Subsequent 
experience has proven their judgment to suspend as having been sound. 
American has benefited not only through the elimination of its costs 
incurred to provide their service but it has also been the beneficiary 
of the traffic developed at the suspended point by Pioneer and delivered 
to it—American—at certain gateway points. 
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as Pioneer. 


the CAB, and not by legislation. 
rates by legislation would create an impossible situation. 
Tipton, appearing here for the Air Transport Association, has care- 
fully covered this subject, and I shall not attempt to repeat what he 
Nevertheless, I would recommend that his testimony re- 
ceive your. most careful attention. 

The proposal to relate rates of compensation for transporting mail 
In the instance of carriers such as 
Pioneer, it would amount to the assessment of a grievous penalty. 
We have no control over our fares. 
trated, our passenger fares are of necessity those established for us 
by the trunk carriers. 


has said. 


to passenger fares is unrealistic. 
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For example, Pioneer delivered to American substantially more 
ay points subsequent to American’s suspension at 
merican generated while it was serving Abilene directly. 

Such suspensions are in the public interest, for they not only 
make for a more economical operation for the trunk carrier but the 
suspensions also make the local service carrier stronger by relieving it 
of competition at a small but important point, thus enabling it to 
provide a greater frequency of services, generating additional traflic 
as a result of the increased frequencies. 

Now, as to the subject of subsidy separation: 

I should like to make reference to the testimony of Mr. J. H. 
Carmichael, president, Capital Airlines, as given to the committee 
I agree with his testimony entirely, and I adopt 
his conclusions and recommendations as those most likely to bring 
about an equitable and workable arrangement. 

As will have been noted above, our own experience, like that of 
Capital Airlines, has been one of substantially decreased dependence 
upon the Government for support in the form of mail pay. We think 
this is what was expected of us. 
But we also think it is typical of the industry generally; and I would 
ask of the committee that it take note of this trend, as evidence of 
the fact—and it is a fact—that there has been integrity on the part 
of the industry and of the Board in the accomplishment of this result. 

I think, like Mr. Carmichael, that it would be very unfair and un- 
just for either a statute or the CAB to establish different compensatory 
mail rates for different classes of carriers. 
I gravely fear that it will mean an end to the operation of such carriers 
L have no doubt that it would result in such diversion of 
rail from our services as would require the cancellation or termination 
of our certificate. 

With the limitations imposed upon such a carrier as Pioneer, to which 
I have already made reference, the addition of this one would un- 
doubtedly mean an end to its existence. 
strongly urge against such a course. 

Instead, we would join Mr. Carmichael in saying that we believe 
it essential to have one uniform compensatory mail-rate structure for 
all domestic carriers. This rate structure should be on a graduated 
basis, with distance blocks and weight blocks, so as to provide a high 
return per ton-mile for short-haul, lightweight shipments, and a lower 
return per ton-mile for long-haul, heavy shipments. 

And it is my opinion, too, that such a rate should be established by 
I believe that the establishment of 
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The CAB has found that more than 50 percent of our total traffic 
is competitive, directly or indirectly. Thus, our fares must be those 
of the trunk carriers between these competitive points; and, while 
these points are relatively unimportant to the trunk carriers involved, 
when measured in terms of their entire systems and the traffic poten- 
tial of their great centers, to us they are cardinal points. So far as 
I know, there has never been an instance where such an artificial 
relation has been employed as the basis for establishing relative rates 
for different classes of traffic. 

I suppose the Ernst & Ernst studies are as competent as could be 
made. Yet, the proposal to assign subsidies to cities served is patently 
unfair and unreal. We know from actual experience within the year 
that it does not follow that the suspension of a city—or of an entire 
route segment—will result in proportionate reduction of expenses. I 
believe that, if this plan should be adopted, it would result in opening 
a veritable Pandora’s box of problems and abuses, creating situations 
far worse than those which it attempts to correct. 

The uncertainties which this proposal will engender can only serve 
to aggravate an already complex problem. I can see nothing useful 
or beneficial which can possibly come from it. And I am confident 
that the cities involved will come to resent the stigma which it places 
upon them, creating new problems for the Congress. And one could 
hardly blame them if this is their reaction. 

What has been demonstrated as wrong with the present system? 
Wherein has it failed to accomplish the aims and intentions of the 
Congress as set forth so ably and so clearly in title I of the act of 1938? 
I think the critics of the industry, who have come before you so 
frequently to damn it, should be asked to answer these questions 
before the -tried and proven system heretofore in effect is attacked or 
abandoned. 

In any and in all events, I would urge most strongly that any plan 
here adopted continue the custom of one paymaster. It has been 
proposed that the Post Office Department pay only the compensatory 
rate for transporting the mail, and that the CAB then pay independ- 
ently any additional sums due to a carrier under proper determination. 

This will not only add confusion—it will also impose a burden upon 
the carriers which seems to me wholly unwarranted. First, it will 
undoubtedly increase the requirements for working capital; for it is 
inevitable that payments will be slowed, and uncertain of receipt. 
It will materially increase the accounting costs of the carrier. It will 
require more personnel at a time when there is already a shortage of 
manpower because of defense requirements—and this appears likely 
to remain true at least until 1960. In no event should such a plan be 
adopted. Instead, let the carriers continue to look to one paymaster, 
and only one. This method would also be least expensive to the 
Federal Government. 

I would add a few words on the subject of rate of return. The es- 
tablishment of an arbitary and fixed rate of return can only hurt—it 
cannot help the industry. If we are to continue to believe that it 
is the desire of the Congress to foster and promote an air-transportation 
system adequate to the present and future requirements of the postal 
service, the foreign and domestic commerce of the United States, and 
of the national defense, then we should not be confronted with a 
fixed rate of return. 
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If you impose it, you will virtually stop financing except at pawn- 
broker rates; you will invite substantial increases in capital required 
and employed. In our company we have consistently endeavored 
to employ a minimum of capital, and all of it common stock. We 
cannot always continue that plan, for the costs of new types of equip- 
ment are such that it would be impossible. 

Yet, to the degree that we attempt to keep our capital requirements 
at a minimum, such a plan would seriously handicap us, if it did not 
threaten our very existence, for this is an ephemeral industry, knowing 
many and frequent changes. If our earnings are to be so limited 
that we cannot pay a fair return to our stockholders and accumulate 
some reserve against the contingencies of adversity, then we are in 
constant danger. You cannot provide for a strong and growing in- 
dustry by any such plan. 

It has been argued that, without a fixed rate of return, earnings 
may become excessive. I believe that you gentlemen have other means 
of safeguarding against that remote possibility. In fact, I believe you 
are shortly to consider their use. I refer to income taxes. As one who 
has some experience with trying to meet the situation which they 
create, I can assure you those means are most effective. I think you 
need have no fears. 

Of course, the Civil Aeronautics Board has presently the authority 
to initiate a proceeding for the purpose of reducing a rate at any 
time it considers that earnings have become excessive, or will do so in 
future. It has never shown any reluctance to employ this course. 
I believe this is the best plan and assures the most equitable resolution 
of such situations. I sincerely hope that it will be retained in any 
plan evolved here. 

I am grateful to the Congress for the Civil Aeronautics Act of 1938. 
I know from personal experience that it has been constructive and 
productive. I sincerely hope that it will be carefully considered now; 
that its statements of policy and philosophy will not be lightly brushed 
aside because of the clamor of those who now sense an opportunity 
and an atmosphere in which their criticisms may prove productive 
or should I say, destructive. 

Thank you, Mr. Chairman. 

The CHarrman. Thank you, Mr. Smith. You have made an 
eloquent presentation and a very strong argument for the status quo. 
This committee is very glad to have your views and to know what 
you think about the proposals which are before the committee. Do 
you have anything further to add? 

Mr. Smiru. No, sir, unless you have some questions. 

The CuarrmMan. Do you have any questions, Mr. Williams? 

Mr. Witurams. No, sir. 

The CuarrMan. We thank you very much, Mr. Smith. 

Mr. Smitu. Thank you, sir. 

The Cuarrman. Mr. John Blewett, of Blewett & Associates. 

Mr. Blewett is not ready to testify now. We had him scheduled 
for this time. We will recess until tomorrow at 2 p. m., when Mr. 
John B. Connally, general counsel of Trans-Texas Airways, will 
testify. 

There will be inserted in the record at this point an article from the 
Washington Post, dated Saturday, July 14, 1951, and signed by the 
Honorable John F. Kennedy, a Representative in Congress from the 
State of Massachusetts; Langdon P. Marvin, Jr., of the Citizens 
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Committee for Subsidy Separation; Charles H. Slayman, Jr., national 
legislative director, AMVETS, and James F. Horst, of the Transport 
Workers Union, CIO. 
(The document referred to appears in the printer’s copy of the 
record.) 
Arr Maint Pay AND SUBSIDIES 


As long-time advocates of legislation for effective subsidy separation, we were 
amazed to read in the July 10 Washington Post a story—put out by the Civil 
Aeronautics Board—headlined “Air mail pay is separated from subsidy. ; 

These headlines inspired by the Civil Aeronautics Board are very misleading. 
Actually the Civil Aeronautics Board has not solved the separation problem at all. 

The CAB story seems designed principally to take the heat off itself generated 
by the sizzling report just released by Senator Sparkman’s Small Business Com- 
mittee, calling for subsidy separation. 

The CAB story seems designed to mislead the taxpayers who are asking more 
and more “How much subsidy to the airlines is hidden in the $125 million a year 
of so-called air mail pay?” 

The solution which the CAB outlined in their letter of July 9 to the Senate 
Interstate and Foreign Commerce Committee is no solution at all. 

(1) Instead of setting a mail rate on the basis of cost of service rendered, as 
called for by President Truman, the CAB has set a rate on the basis of what, 
by their own admission, ‘‘the Big Four carriers have agreed to accept.’”’ The rate 
they have agreed to accept—63 cents per ton-mile for the past and 45 cents for 
the future—still includes within that rate a great deal of subsidy. 

This unhealthy mixture of mail pay and subsidy cannot be corrected until 
legislation is passed which will provide that compensation be based on the cost of 
service rendered and not what happens to be mutually agreeable to the CAB and 
some of the big airlines. 

(2). The “solution”? put out by the CAB applies to only 4 of the 50 airlines in 
the United States now receiving the $125 million of annual “‘air-mail pay,’’ and 
does not include any of the United States international airlines which get at least 
half of the mail subsidy. Therefore, until the subsidy separation applies to all 
airlines, including the United States international airlines, the CAB solution is 
very incomplete compared to the recommendations of President Truman and the 
Hoover Commission. 

(3) The CAB’s administrative separation does not provide for separate and 
open appropriations for airline subsidies as recommended by the President and 
the Hoover Commis. ion, and by failing to do so, denies the taxpayer the oppor- 
tunity to approve or disapprove these hidden subcidies. 

The subsidy separation plan proposed by the CAB does not do the job that 
needs vitally to be done and by misleading the public into thinking that the 
problem has been solved, the CAB has hurt the chances for enactment of legisla- 
tion by the Congress that is necessary if this reform is to become a reality. 

While in a less publicized statement the CAB chairman admitted legislation 
was necessary, the same CAB has proposed to Congress amendments of such a 
crippling nature that separation under the amended bill would be just as ineffee- 
tive as the CAB administrative solution. 

We agree with The Post editorial of July 8 entitled “Let the Public Know,” 
that the best solution is passage of 8. 436 without weakening the requirement for 


full and public allocation of airline cost and without special exemptions for any 
airline. 


Many people who read your July 10 story have thought that this bill has been 
passed. 

It hasn’t, and we want the many public-spirited groups and persons who have 
advocated the subsidy separation bill to know that fact, so there will be no let-up 
in the efforts of all interested citizens to get this reform enacted. 


Joun F. KENNEDY, 
Representative from Massachusetts. 
LANGDON P. Marvin, Jr., 
Citizens Committee for Subsidy Separation. 
CHARLES H. SLtayMAN, Jr., 
National Legislative Director, AMVETS. 
JamMEs F. Horst, 
Transport Workers Union, CIO. 


(Whereupon, at 11:24 a. m. the committee adjourned, to reconvene 
at 2 p.m. Wednesday, July 18, 1951.) 
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WEDNESDAY, JULY 18, 1951 


UnitTep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washin ca D. C. 

The committee met, pursuant to adjournment, at 2 p. m., in the 
oa room, room G—16, United States Capitol, Se cei Edwin 

’. Johnson (chairman) presiding. 

\ Seema Senator Johnson of Colorado (chairman), Senators 
Johnson of Texas, and Kem. 

Also present: Edward C. Sweeney, professional staff member, and 
Mr. Williams, appearing on behalf ‘of Senator Williams. 

The CuHarrMAN. The hearing will please come to order. Mr. John 
B. Connally. 


STATEMENT OF JOHN B. CONNALLY, GENERAL COUNSEL, TRANS- 
TEXAS AIRWAYS 


The CuarrMan. Will you give your statement in your own way, 
Mr. Connally? 

Mr. Connatity. My name is John B. Connally. I am appearing 
as general counsel for Trans-Texas Airways. 

1 would like to express, Mr. Chairman, to the committee our 
gratitude for the opportunity of appearing here today to express 
several thoughts with regard to the vital and complicated problem 
of subsidy separation which this committee is now considering. 

By way of a brief statement: 

Trans-Texas Airways is a corporation chartered under the laws of 
Texas. On November 14, 1946, a certificate of public convenience 
and necessity for route No. 82 was issued to Trans-Texas Airways by 
the Civil Aeronautics Board. The certificate was effective for a period 
of 3 years. As is commonly known in the industry, our certificate 
was awarded at one of the lowest financial ebbs in recent airline 
history. At that time it was extremely difficult to obtain financing 
and consequently, equipment and other necessities for the beginning 
of operation. Commercial banks were not interested in such an airline 
loan. RFC refused even to consider a loan application and the public 
sale of stock found no buyers. Consequently, the directors and stock- 
holders of Trans-Texas Airways liquidated profitable individual going 
businesses to raise the working capital to commence operations under 
the temporary certificate. The route granted to Trans-Texas Airways 
covered only 68 miles of certificated airways. That was the distance 
between Fort Worth and Dallas, Mr. Chairman, and the distance 
between Galveston and Houston. In order to inaugurate service over 
the remainder of the route, roughly 2,000 miles, employees of Trans- 
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Texas actually performed airport construction work such as the instal- 
lation of lighting systems and so forth, and Trans-Texas further found 
it necessary to install the navigational radio equipment at most of 
the fields at which it operated. By overcoming these hardships, 
multiplied a hundredfold, Trans-Texas inaugurated service over 2,000 
route miles in what we believe to be the shortest length of time in 
which this has ever been accomplished. 

Trans-Texas is proud of the record which it has achieved since it 
began operations. It feels that its own achievements, as well as those 
of other local carriers, justify the faith placed in them by the Civil 
Aeronautics Board. In the chart which is attached to my statement 
you will see a breakdown showing the progress which has been made 
since the beginning of operation, when you compare the nonmail 
revenues and the break-even need and the ratios per plane-mile and 
per revenue ton-mile since the beginning of operations to date and 
projected through the vear 1951. 

In the spring of 1949, just as the financial picture of the airlines 
began to take a turn for the better, Trans-Texas Airways received an 
unfavorable. show-cause order from the Civil Aeronautics Board which 
was interpreted in Texas as an order for Trans-Texas to discontinue 
service. The effect of such an order was disastrous upon the per- 
sonnel, traffic, and the ability to obtain adequate financing. It took 
almost 2 vears for things to settle down, as a result of that show-cause 
order, and it was not until February of 1951 that the Civil Aeronautics 
Board extended the temporary certificate held by Trans-Texas for a 
period of 1 vear in part and 3 years in part. Some of these high lights 
of our operation are pointed out, Mr. Chairman, only for the purpose 
of acquainting the committee with some of the realistic problems with 
which local carriers and particularly Trans-Texas have been confronted. 

Trans-Texas was created and has grown by virtue of the Civil 
Aeronautics Act of 1938, as amended, as has all of the aviation indus- 
try in America. We think that act was and is basically sound. We 
think the wisdom of the Congress has been amply demonstrated by 
the magnificent strides whie h Americ an aviation industry has made 
operating under the act. 

Unquestionably, we are blessed with the finest system of commercial! 
aviation in the world. Undeniably, we likewise have the greatest 
postal service ever designed, to which this aviation industry contrib- 
utes much. It has been amply demonstrated that the aviation in- 
dustry has made great contributions likewise to the national defense. 
o brief, then, the aviation industry which was blueprinted by the 

Civil Aeronautics Act of 1938 has built the finest air-transportation 
system, has contributed to the development of commerce, has pro- 
moted the postal service, and has been a strong bulwark in our national! 
defense. 

The question then arises, Mr. Chairman, why the hue and cry to 
so radically change a system which has functioned and served so well? 
So far as the spoken word is concerned, the compelling reason appar- 
ently is curiosity, on the part of some to know or to be able to say 
to others that the airlines are furnished with X number of dollars in 
subsidy annually. It is not enough for the critics of the airline indus- 
try to say that the industry is subsidized. Apparently they will be 
content only when they can say that it is subsidized to an exact 
figure. No one has advocated, so far as I know, that any of the bills 
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before the committee now will effect any savings to the Government. 
On the other hand, it appears from the testimony that I have seen 
that most of the bills now before this committee relating to airline- 
subsidy separation would actually result in an expenditure of greater 
funds both by the carriers and by the Government, if passed. The 
Civil Aeronautics Act of 1938 expressed the desire of the Congress 
to foster and promote an air-transportation system adequate to the 
present and future needs of the postal service, the foreign and do- 
mestic commerce of the United States, and of the ni ational defense. 

Each of these aims has been greatly developed since the passage of 
that act. Now an effort is being made to put a pric e upon the con- 
tribution of the aviation industry to the postal service. 

Assuming for the moment that such is desirable, then why does not 
the Congress at the same time attempt to assign an arbitrary portion 
of the subsidy to the development of the domestic commerce of the 
United States and also assign a percentage to the contribution which 
the aviation industry makes to national defense. It is undeniable 
that the aviation industry has contributed to the foreign and domestic 
commerce and that it has and is contributing to the national defense. 

Trans-Texas does not want to be classed among those who are 
always satisfied with the status quo, but at the same time it feels that 
extreme caution should be the watchword in amending and changing 
the concepts of the Civil Aeronautics Act of 1938. 

We have attempted within the limits of time and personnel to study 
and try to understand the legislation now pending before the com- 
mittee. We will not attempt to analyze the bills one by one, since 
that has already been done so ably by Mr. Tipton of ATA and others. 
However, we do want to discuss several basic principles of subsidy 
separation which we feel should be considered in the passage of any 
legislation. 

As a local carrier, Trans-Texas believes that any legislation passed 
by the Congress should contain a provision requiring the Postmaster 
General to designate flights of the local carriers for the purpose of 
mail pay. Mr. Chairman, in eve ry single case that I know of involving 
the extension of the temporary certificate of a local carrier, the Post 
Office Department has intervened and has said in substance that 
extension of the temporary certificate 1s not necessary to satisfy the 
needs of the postal service and in effect the Post Office Department 
has opposed the extension of the temporary certificates of the local 
carriers. With that background, it is only reasonable to assume 
that unless the requirement is mandatory, the Postmaster General 
will not designate any flights of local carriers to carry mail and receive 
a compensatory rate therefor, which in effect, Mr. Chairman, would 
give the Postmaster General the right to abolish local carriers in our 
transportation system, because they could not long survive without 
the right to carry mail and receive compensatory payment for it. 
Apropos of that, Mr. Chairman, it would seem again that the estab- 
blishment of different rates for the Big Four trunk carriers, the smaller 
trunks, and regional carriers, and thirdly the local carriers, would pose 
problems for the small carriers or local carriers which are almost 
insurmountable. If, for instance, the local carrier is operating under 
an 84-cent rate and the trunks are operating under either a 42- or 
63-cent rate, it will be a vain hope on the part of the carriers to antici- 
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pate that the Post Office Department will put any mail on the local 
carrier flights where it is possible to send it by one of the trunk or 
regional carriers. 

Only recently, I had the opportunity to read the statement of Mr. 
J. H. Carmichaei, president of Capital Airlines, which he delivered 
before this committee on July 12, in which he went into this problem 
at great length. I hope ail the members of the committee will care- 
fully study Mr. Carmichael’s testimony in this regard, since I feel that 
it adequately points up the problem, and conseqeuntly I do not feel 
that it is necessary that I contribute to the bulkiness of the record by 
going over the matter again. There is one small point which I do 
want to make, Mr. Chairman, and that is that Trans-Texas as a local 
carrier cannot agree that 84 cents is an adequate compensatory rate 
for carrying the mail. Neither can we disagree, because we do not 
have the personnel available to make such a complicated study of cost, 
and even if we did, the figures we came up with would mean little. 

I think it is conceded by everyone that Ernst & Ernst has done an 
outstanding job for the committee, yet they have been unable to arrive 
at a pure cost figure for carrying the mail. 

Whatever the figure, Mr. Chairman, which is settled upon as a 
compensatory rate for carrying the mail, we feel that that rate should 
not be determined by cost alone, and, even more, that that rate not 
be set by statute but that it be set by the Civil Aeronautics Board or 
a comparable administrative agency qualified to perform such a 
function. In any attempt to arrive at a compensatory rate based upon 
cost alone, we feel that the carriers will be unreasonably burdened with 
additional computations, and that still in the final analysis the rate 
determined will have little relation to cost alone. If the Congress 
feels that there should be a subsidy separation by act of Congress then 
we would humbly suggest that the actual functions of separation be 
left to an administrative agency to work out. 

Mr. Chairman, some of the bills now before the committee anticipate 
a separation of the compensatory mail rate from the subsidy, and 
further anticipate that those carriers in need of subsidy will have to 
make annual requests for appropriations through the Civil Aero- 
nautics Board. Mr. Chairman, if any such legislation is passed, 
think it will be the death warrant of at least the local carriers and 
perhaps of all need carriers. I attempted to point out a moment ago 
some of the difficulties with which Trans-Texas was faced in beginning 
its operations, even with a 3-year certificate. We did not think and 
we do not now think a 3-year certificate is long enough to afford any 
tvpe of experimental development and if we are forced to operate 
from year to vear without knowing what amounts of money, if any, 
will be available for the following year’s operation, we will rapidly 
wither on the vine. Mr. Chairman, I hope all the members of the 
committee know, as I am sure you do, that the aviation industry is 
an industry requiring long-range plans and long-range operations and 
long-range investments. If the local carriers were compelled to seek 
annual appropriations for their continued operations, I think it would 
be impossible to secure and keep the type of personnel that is abso- 
lutely necessary. It would be virtually impossible to secure from 
any source anything except very short term financing, and it would be 
impossible to secure any type of new equipment. It will not be news 
to this committee, Mr. Chairman, to know that the local carriers are 
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operating with the cast-offs of the industry now, so far as equipment 
is concerned. 

Admittedly, the DC-3’s used by most of the local carriers have been 
the work horses of the industry, yet I think everyone will readily 
agree that it is not the best plane by any means for local service carrier 
type of operations. There 1s legislation now pending before the Con- 
gress looking toward the development of a prototype for local carriers. 
It has been under consideration for some time. Eventually such a 
prototype will be built, provided the manufacturers have some assur- 
ance of a market for their product. There obviously can be no market 
so far as the local carriers are concerned if they are existing from 
year to year. 

The local carriers were created as an experiment by the Civil Aero- 
nautics Board. We are all operating under temporary certificates of 

varying duration. By the very nature of our temporary extension, the 
complexion of our operations changes rapidly and radically. I know 
of no local carrier who has not effected radical changes in its operations 
through the addition or deletion of cities, through the addition or de- 
letion of whole segments since it was first authorized. There has not 
been a 3-month period in Trans-Texas’ existence in which it has not 
effected major changes which would vitally affect the amount of mail 
pay and the amount of subsidy which would be required. With the 
Congress making annual appropriations for the subsidy portion of our 
existence, I do not know how these changes might be effected, if the 
changes in anywise required more money than had been appropriated. 
The net effect, it would seem, would be to completely destroy the 
experimental and developmental feature of the local carriers. 

There are two other thoughts, Mr. Chairman, which I would like to 
leave with the committee. One relates to Senate bill 1657, and the 
method by which costs of operations should be prorated to individual 
stations. Mr. Chairman, I am sure you realize better than anyone 
that if there is a problem in the aviation industry that is incapable of 
solution in a reasonable manner, this is it. 

Our accounting department has wrestled with the problem for 
some time and considered it particularly in the light of the Ernst «& 
Ernst report. They have arrived at some rather interesting figures, 
which I have incorporated herein. Of Trans-Texas’ total system 
costs only the two classifications—first, landing and take-off, and 
second, other direct expense—comprising 18.3 percent are actual 
direct expenses chargeable to individual stations, 68.2 percent of the 
costs are distributed purely on the basis of revenue generated at each 
station, and the remaining 13.5 percent is distributed principally on 
the number of landings at each station, which in itself is an index of 
amount of revenues generated. 

Therefore, if a particular airline system does need substantial funds 
over and above its compensatory mail pay, according to the Ernst & 
Ernst formula all stations on that system would be loss stations because 
such a large percentage of the system expenses are prorated on the 
basis of revenues generated and the result is that the more revenues a 
particular station generates in relation to the system total revenues, 
the bigger the loss or subsidy payment is for that station. To illus- 
trate, we will take Ernst & Ernst’s own figures and apply them to 
Dallas and Beaumont for our larger stations, San Angelo for medium- 
size stations, and Palestine for one of the smallest stations we have: 
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Beau- | San 
allac | we ip fir 
| Dallas mont | Angelo Palesting 


DOA COV ONIIE 8556.56 os bain Edad joc ees fbbccee ets __| $107,795 | $75, 648 
Compensatory mail revenue a sane 14, 592 8, 970 | 


\—— ss 


MOON oe ocean citing asecaniccadectnantad tLe. Sama 


Direct expenses saab es 6 wcll lig nicl ots ak Made Sacred > Re 
Prorated expenses: | 
Basis of revenue 33 fei bei wy ......| 290,108 |} 202,803 | 79,439 12, 60) 
Basis of landings ae oe bate 22, 259 19,848 | 12,977 | 14, 948 
Total operating expenses __............-...---- o Sd 344, 762 250,757 | 113,514 | 45, 28 
Net operating loss, per Ernst & Ernst___..........._---- 222, 375 . 80, 877 39, 711 


If you will glance there you will see that the total revenue from 
Dallas is $122,387. The total expense is $344,762, showing a net loss 
of $222,000. The nonmail revenue was $107,000. We will use that 
just for illustration. You can readily glance and take comparable 
figures for the other four cities. 

Assume now, for purposes of illustration, that Dallas was able to 
generate only half as much business as it did and that San Angelo 
generated, as extra traffic, the exact amount which Dallas lost and 
further assume that Palestine was unable to generate any business 
whatsoever, this business being picked up by Beaumont. The 1949 
results of Trans-Texas operation under the Ernst & Ernst formula 
would have been as follows: 


Beau- San Pales- 
mont | Angelo 


Nonmail revenue onlin diersliare ste . 53, $79, 398 $83, 325 
Compensatory mail revenues oe. whee. cabled load , 296 10, 789 10, 505 


Total revenues. ----- rae * = ; re 1, 90, 187 93, 830 


Direct expenses es SS REE Ae ORES: 32, 28, 106 21, 098 

Prorated expenses: 
Basis of revenues Senile ‘ -| 5, 215,404 | 224, 493 | 
Basis of landings ‘ Pen eanemeaae eS 22, 19, 848 | 2, 977 


Total operating expenses. -.-...........--..-..-- 7 263,358 | 258, 568 
Net operating loss, per Ernst & Ernst_......-..---.----- 173,171 | 164, 738 


Let’s look at Dallas again. Instead of $107,795 we have $53,898. 
so we wind up with that difference, Dallas showing a net operating loss 
of $138,514 as against $222,375, and the other figures are comparable 
Palestine, for instance, which generated no traffic whatever, showed a 
net operating loss of $39,000 when it was actually generating 
$5,569. 

Therefore, by Dallas losing half of its business it was able to cut its 
losses from $222,000 to $138,000 in round figures by Palestine losing 
all of its business it cut its loss from $39,000 to $32,000 and the other 
two stations by increasing their business also increased their loss. 

Therefore, it appears obvious that each station is an integral part 
of the system and must be considered on the basis of what it con- 
tributes to the system as a whole and what direct cost would actually 
be saved if a particular station or group of stations were eliminated 
from the system. 
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Mr. Chairman, Trans-Texas as one of the local carriers in the avia- 
tion industry is ‘proud that its older brothers have grow n up and 
reached the age of maturity. We are delighted that the Congress 
supparted them and sent them through grammar school and through 
college, with mail pay subsidy under ‘the Civil Aeronautics Act. We 
think our older brothers in the industry have conducted themselves 
well. They have made a fine record and perhaps it is now time that 
they leave the parental home and go forth to make their own way. It 
does seem somewhat unfair and somewhat cruel to kick the 3-, 4-, 
5-, and 6-year-old children out to fend for themselves at the same 
time, however, and that is the position which the local carriers find 
themselves in. We are temporary carriers and under a temporary 
set-up I think we have made great strides. I think our progress has 
been even more remarkable than that made by the trunks themselves 
in a similar period of their development time. We sincerely recom- 
mend that if there is separation the local carriers operating on tempo- 
rary certificates be excluded from it and that all carriers be excluded 
from it on such portion of their routes as are being operated under a 
temporary certificate. 

Summarizing, Mr. Chairman, Trans-Texas feels: 

The Civil Aeronautics Act of 1938, as amended, is a superb act 
which should be preserved if possible. 

2. If Congress accomplishes separation, compensatory mail rates 
should not be set by Congress. 

3. In determining the rate, cost alone should not be controlling, 
but the test of what is fair and reasonable should be applied. 

4. That the proposed 84-cent compensatory rate for local carriers is 
a highly questionable figure not subject to accurate determination. 

5. Any new legislation should require the Postmaster General to 
designate flights. Failure to do so will mean abolition of local carriers. 

If there is new legislation the Congress might give thought to 
placing a value upon the airlines’ contribution to commerce and the 
national defense as well as the postal service. 

That under no circumstances should local carriers be compelled 
to seek annual appropriations from the Congress. 

8. Proration of subsidy to individual communities is an almost 
——~ task fraught with many distressing possibilities. 

9. Local service carriers have been. designated as experimental and 
issued temporary certificates. So long as they do operate on a tempo- 
rary basis it is strongly recommended that the local carriers be exempt 
from subsidy separation. 

I am very greatful, Mr. Chairman, for this opportunity to appear 
and for the time which you have given me. That concludes my 
statement. 

The CHarrMan. We are very glad to have you. We want to put 
the appendix which you have attached here in the record. 

Mr. Connatty. If I may, I would like for it to be used as a part 
of my statement in the rec ord. 

The Cuarrman. We are very glad to have that and it will be made 
part of the record unless there is objection. 

(The document referred to is as follows:) 
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Trans-Texas Airways nonmail revenues and break-even need and ratios thereof; also 
break-even need per plane mile and revenue ton-mile 








Ratio of Break-even need 
nonmail | Revenue | povenue per— 
Veer eatine~ Nonmail | Operating | Break-even |revenue| plane manana CT 
; 8 revenues expenses need to break-| miles Sows lRe 
even flown Plane |**¢venue 
need mile a 
mile 
Renner eee ee aa. — _ 
Dee. 31, 1947 (3 Cents | 
months only) _. 15, 824. 47 173, 286.21} 157, 461.74 10.0 219, 491 33, 001 77.7) $4.77 
Dec. 31, 1948__._. 271. 547. 94) 1, 441, 248. 70) 1, 169, 700. 76 4.3) 1, 844, 286 595, 766 63. 4) 1.% 
Dec. 31, 1949.....| 562, 936. 78) 2, 249, 679. 53) 1, 686, 742. 75 3.0) 2,911, 602) 1, 273, 173 57.9 1,32 
Dec. 31, 1950___- -| 719, 319. 50} 2, 354, 594.14) 1, 635, 274. 64 2.3) 3,054, 551) 1, 635, 764) 53. 5} 1.00 
May 31, 1951____| 872, 533.62) 2, 447, 507.95) 1, 574, 974. 33 1.8} 3,027, 552) 1, 926, 509 52.0) 82 
Dec. 31, 1951 t.--{I, 189, 700. 00} 2, 520, 300.00) 1, 330, 600. 00 1.1) 2,973,000) 2, 439, 000 44.8 5 
® | 





1 Estimated. 


Trans-Texas Airways annual traffic statistics through May 31, 1951, with estimate 
for year ending Dec. 31, 1961 














| Passengers | Mail | Express and freight 
Year ending— a 
Number Miles Load Tons Ton-miles Tons Ton-miles 
, flown factor carried flown carried flown 
ies * 
j 
Dec. 31, 1947 (3 | Thousands | Thousands| Percent 
months only). - 1, 550 | 310 6.73 13 1, 653 1 214 
Dec. 31, 1948. .....- 22, 272 5, 376 13. 88 180 38, 942 65 15, 747 
Dec. 31, 1049....... 49, 945 | 11, 622 19. 01 221 59, 143 173 | 47, 691 
Dec. 31, 1050. .....-. 65, 091 | 14, 847 23.15 246 53, 640 347 | 92, 370 
May 31, 1951_...... 73, 661 17, 743 27.91 235 51, 504 374 | 96, 912 
Dec. 31, 1951 !_..._- 89, 100 | 22, 513 36. 06 240 52, 000 400 104, 000 


| 





1 Estimated. 


The CuarrmMan. Do you show any place here in this appendix the 

ton-mile payments that you have received? 

Mr. Connaty. Only in the ratio, Senator. We can supply you the 
total dollars. We do not show it on this chart. The last column 
on the first page shows the break-even need per revenue ton-mile, 
but we do not show the total dollars. 

The CHatrMan. I didn’t want the total dollars. I wanted to find 
out what the cost to the Government per ton-mile is. 

Mr. Connatuy. That figure is not on here, sir. We have only the 
ratio. 

The CuarrmMan. How much is it a ton-mile? How much do you get 
paid per ton-mile of mail transported? 

Mr. Conna.xy. Senator, | would prefer not to answer that because 
I cannot do it exactly. Ido not know what it is in ton-miles. 

The CHAIRMAN. You cannot estimate it? 

Mr. Conna.ty. No, sir, 1 would prefer not to. I would be de- 
lighted to supply it for the record if you wish. 

The CuarrMan. Is it as much as $60? 

Mr. Connauiy. Approximately that. I would say as of right now 
I think it is about $42 or $43, Senator, but it varies as you know 
In 1950 I think it was $55. 

The CuHarrMan. The figure that we have here, Mr. Connally 's 
29.89. That was $29.89 per ton-mile. 

Mr. Connatty. That is for 1950? 

The Cuarrman. That is right. 
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Mr. Connatty. It would be considerably lower than that now. 

The CuarrMANn. Lower than that? 

Mr. Conna.ty. Yes, sir. I expect that is about correct. 

The CHarrMAN. Senator Johnson, do you have any questions? 

Senator JoHNson of Texas. No, sir. 

The CuarrMan. Mr. Williams? 

Mr. WiuturaMs. No, sir. 

The CHarRMAN. Senator Kem? 

Senator Kem. I am sorry I did not have an opportunity to hear 
your statement, but reading it over here I understand you think there 
are certain practical objections to the separation of compensation and 
subsidy, is that correct? 

Mr. ConnaL.y. Yes, sir. 

Senator Kem. Do you feel that from a scientific standpoint, that 
such a separation would be sound? 

Mr. Connatuy. That it can be done on a sound basis, if I under- 
stand your question? 

Senator Kem. No. Don’t you think that theoretically or scien- 
tifically the Congress should separate the two items? 

Mr. ConnALLY. Senator, Trans-Texas, as a local carrier, has no 
objection to it. To answer your question, I am not sure. They have 
never done it before. Perhaps we have reached the point in the 
development of aviation where from a scientific standpoint-it should 
be done now. 

My point. is that aviation in this country has developed without 
such division. I think perhaps it has done it largely as a result of 
that very factor. Now we reach a point where everyone says, ‘“‘Well, 
we must know precisely what it is; what is this subsidy?’”’ So far as I 
know, the only reason that anyone wants to know is just for informa- 
tion. Perhaps out of the information will come such action, I don’t 
know, but no one has proposed any such action. 

Senator Kem. Is there a familiar axiom that your judgment is no 
better than your information? 

Mr. Conna.tiy. Yes, sir, and I believe that. I could not conscien- 
tiously say to this committee or to the Congress that there should 
not be separation. 

I can say that there are many attendant problems and that the local 

carriers whom I represent, I think stand to get hurt worse than anyone 
else, my point being that the Big Four, and many of the older trunk 
carriers, have been operating for 25 years or longer, and that their 
business was in such a state of chaos that in 1938 the C ongress came 
in and passed the Civil Aeronautics Act which has been the bible of 
the aviation industry, and under it the industry and the commerce 
and the Defense Establishment has flourished. 

Now we come to a second phase in the development of aviation in 
this country, so far, at least, as the smaller cities are concerned, when 
it has been determined that there will be made available to the smaller 
cities and communities in the United States the same, or at least air 
service—not the same air service that the larger ones have, but some 
air service 

You have 17 local carriers that have been certified as experi- 
mental carriers, to see what can be developed in providing service 
to what I call the secondary cities. Senator, those loc al carriers 
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have made a better record than the trunk carriers ever did, in the 
same period of development time. 

We need help, sure, we are all need carriers, there is no question 
about it. So were the trunks during a comparable period of time. 
Many of the trunks are now—there are possibly four airlines in the 
United States that cannot truly be said to be need carriers. 

Now we come to where the smaller communities in the United 
States have the service, so everybody says, ‘‘ Well, let us see just what 
is it costing us to provide this service.”” My only point is that i 
seems that the larger carriers, the larger cities, have been provided 
service. Now when some of the little fellows in the smaller towns vet 
it everybody says, “‘ Well, let us see what it costs here,’ and we cannot 
conscientiously say that vou should not have that information, but 
at the same time we feel that perhaps the smaller communities served 
by the smaller carriers are entitled to the same consideration that the 
larger ones had in the development of the New York-Los Angeles 
traffic, that we are entitled to the same thing in developing the Fort 
Worth-San Angelo traffic if you please. 

The CuarrMan. Of course you know that the President of the 
United States, Bureau of the Budget, the Appropriation Committees 
of both Houses of Congress, the Postal Committee of the Senate 
and I do not know about the Postal Committee of the House—have 
all asserted that this separation should be made. 

It isn’t something that this committee thought of all by itself. We 
are trying to do the job in a way that will not be harmful, that will 
not destroy the airline industry, and especially the airline industry to 
the smaller centers. 

We have been trying very hard to do a good job and not make a 
meat-ax separation. We could have done that a year ago probably, 
and offered a bill, and perhaps it would have been enacted, but we 
have been taking time to study the matter carefully. The reason we 
are holding hearings now is to develop all the facts and for that reason 
we appreciate having you come in and talk very frankly to us about 
your experience. 

We are trying to do the job which has been assigned us without 
destroying the industry. 

Mr. Connatxy. Senator, I certainly realize that. I know that the 
industry has no better friend than this committee, and that you are 
conscious of its problems, and that the action, whatever you take, 
certainly will not be a hasty action and we are all grateful for the 
attitude which this committee has manifested throughout toward the 
aviation industry’s problems. 

The CuarrmMan. We thank you for that attitude toward us. We 
are trying to be your friend, that is true. 

Does that complete your ’statement? 

Mr. Connatiy. Yes, sir. 

The CuarrMan. Are there any other questions? 

(No response. ) 

The CuarrmMan. We thank you very much. One of our witnesses 
who was to appear sent us this telegram. I will read it into the 
record. It is from Ithaca, N. Y., and addressed to me as chairman: 


Greatly regret that our certificate renewal proceedings starting August 1 pre- 


vent our appearance before committee scheduled for July 19 re proposed subsidy 
bill. 
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Wish to endorse heartily committee efforts to separate subsidy from service 
compensation. Urge that committee recognize experimental nature of local 
service operations which are bringing real air service to millions of new users at 
constantly decreasing cost in mail pay. 

Local service carriers now in same development stage as trunk carriers when 
Act passed in 1938. Robinson Airlines today services 10,000 people monthly 
with nonmail revenue in excess of 70 cents per mile, costs under $1. We can 
become independent of air-mail pay within reasonable period if allowed time to 
direct entire company effort toward self-sufficiency instead of yearly attempts to 
secure congressional appropriations. 

Respectfully, 
Rospert E. Peacs, 
Executive Vice President, Robinson Airlines Corp. 

Senator Kem. Where does that company operate? 

m “~ s . _—*, a a ae 

The CHAIRMAN. It operates in upper New York State. 

E> , : ; f a . i tie 

lfomorrow morning hearings will be renewed with Mr. H. E. Weih- 
miller, director, Aircraft Consultant Service. He is going to report 
on studies for the committee on domestic aspects of subsidy and 
especially he is going to analyze Congressman Hinshaw’s proposal to 
this committee. 

Mr. James G. Ray, representing all local-service carriers will also 
appear. 

I am handing to the reported a letter dated July 16, 1951, from the 
Association of American Railroads and an article from Barron’s 
dated July 9, 1951, which are to be incorporated into the record. 

(The documents referred to are as follows:) 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., July 16, 1951. 
Mr. Epwarp C. SwEENeEy, 
Professional Staff Member for Aviation, 
Senate Committee on Interstate and Foreign Commerce, 
Washington 25, D.C. 
Dear Mr. Sweeney: You requested that I furnish you with the average 
revenue per ton-mile on freight handled by the railroads. 
Based on rates presently in effect, the average revenue per ton-mile on freight 
is approximately 1% cents. 
Very truly yours, 
Grecory 8. PRINCE 


{From Barron’s, July 9, 1951] 
ArrknInE Marit Pay—OrricraL Rate Cur Proposats SQuEEZE Sussipy PLuM 
(By Selig Altschul) 


The boom is being lowered on airline mail payments. The Civil Aeronautics 
Board is proposing lower rates for the Big Four airlines—American, Eastern, 
TWA, and United. But the full effect of these proposals, if the CAB has its way, 
will be more serious for other air carriers, whose air-mail operations are more 
clearly subsidized. 

The CAB is currently conducting hearings to finalize its proposed new rate for 
the domestic operations of the Big Four to 9 flat 42 cents a ton-mile. This would 
replace the temporary sliding-scale arrangement in effect since early 1948. This 
paid the big lines 75 cents for each of the first 2,500 revenue ton-miles per day, 
declining to 40 cents for revenue ton-miles in excess of 30,000 per day. Keved to 
volume, this past rate schedule was equivalent, in 1950, to an average of 59 cents 
per ton-mile for American, 67 cents for Eastern, 64 cents for TWA, and 59 cents 
for United. The rates for other carriers ran from almost 1% times to almost 20 
times higher. 

PASSENGER REVENUES CLIMB 


Mail revenues now have a limited effect on the earnings of the Big Four. 
During 1950, Eastern and American each derived an average of only 5 percent 
of their total revenues from tnis source. TWA and United each obtained only 
about 8 percent from mail pay. And these ratios are steadily declining in the 
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face of boom passengers revenues which can more than offset the reductio: 
mail pay proposed for current periods. 

Only point on which the big lines appear troubled is the fact that the establi- 
ment of permanent rates now, to serve as a current or forward basis, would me: 
an extension of such lower rates back to early 1948 when the temporary slidi: 
scale schedule was instituted. For at least two carriers, this would mean recapt 
of some mail revenues by the Government. 

But despite this unpleasant feature of the CAB proposals, the reduction from 
previous level of mail pay is not too objectionable to the Big Four, who wer 
reported willing to settle for a current 45 cents a ton-mile rate. 

But the outlook for other carriers, in this respect, is far more severely threaten, 
despite boom traffic conditions and peak earnings for 1950 and current periods, 
The CAB can hardly press for lower mail rates for the Big Four, where mail 
compensation is generally construed to be on nonsubsidized basis, while ignoring 
the unquestioned subsidized airlines. 

It is significant that only last month, in passing on the Latin American rate: 
Chicago & Southern, the CAB tucked away in its decision the following commen: 
‘‘* %* * Weare causing studies to be made by the staff of the earnings of (| 
cago & Southern and of other carriers similarly situated to determine whether pro- 
ceedings should not be instituted looking toward a decrease in their current final 
domestic rates. * * *’ It may not be, therefore, too long before show cause 
orders serving to reduce mail pay for the clearly subsidized lines will be forth- 
coming. 

For those carriers being paid on the sliding-scale mail-pay basis, there has been 
an incentive to increase passenger revenues since the scale of mail-pay reductio: 
is smaller than the passenger-revenue increase. Among the domestic carriers so 
operating are Braniff, Capital, Chicago & Southern, Delta, and Western. The 
results of reduced mail rates because of increased passenger revenues is evident 
from the accompanying figures, which show a definite lessening in their financial 
dependence on mail revenues. 

However, such carriers as Colonial, Continental, Mid-Continent, National, 
Northeast and Northwest, which are paid on a straight plane-mile basis, still show 
substantial economic reliance on mail revenues. All of these carriers have grad- 
ually reduced their dependence upon mail pay, but this source of revenue remains 
important to their profitability. 

Northwest, which has received a series of emergency mail-rate increases (the last 
one as recent as March this year) to relieve its financial difficulties, is due for a 
automatic cut in mail. Up to July 1, the company was being paid at the rate of 
50 cents a plane-mile on its domestic routes; now the rate has dropped to 25 cents 
per plane-mile. 

If the CAB requires any further encouragement to cut mail compensation, it 
need only look to the current legislation proposed by Senator Edwin C. Johnso: 
chairman of the Interstate and Foreign Commerce Committee. The Senator has 
introduced a bill designed to separate air-mail pay from subsidy. This measure 
establishes mail-pay rates for various categories of carriers. Over and above this, 
it would authorize direct subsidies to certain airlines, principally to pay them for 
uneconomical service to small communities, if such service is declared to be in the 
public interest. 
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Domestic airline mail pay 
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Not all carriers are paid on a ton-mile basis. Conversions have been made to this equivalent. 
2 Excludes about $4.7 million additional mail pay awarded recently and retroactively to December 8, 1947. 


Source: Civil Aeronautics Board records. 


The CuarRMAN. Unless there is something else the hearing is 
recessed until tomorrow at 10 a. m. 

(Whereupon, at 2:35 p. m., the hearing was recessed to reconvene 
at 10 a. m., July 19, 1951.) 
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THURSDAY, JULY 19, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
(. Johnson (chairman) presiding. 

Present: Senator Johnson (Colorado), Representative Carl Hinshaw, 
Member of Congress from the State of California, Edward C. Sweeney, 
professional staff member. 

Also present: Mr. Williams, appearing on behalf of Senator Williams. 

The CuarrMAN. The hearing will come to order. Mr. James G. 
Ray will be our first witness. You may proceed in your own way, sir. 


STATEMENT OF JAMES G. RAY, AIRLINE CONSULTANT 


Mr. Ray. Mr. Chairman and Mr. Sweeney, my name is James G. 
Ray. I represent the 17 certificated local-service airlines as per the 


listattached. That list is on the page next to the charts. It includes 
all of the temporary local-service airlines. These carriers are also 
represented by the Air Transport Association and subscribe to the 
position taken by that organization in its testimony given July 9. 

However, in some respects these carriers have different situations 
from the majority of carriers represented by the ATA. I have been 
asked by the local-service carriers to point up these differences and 
diseuss the probable effects of operating under the proposed legislation 
in. 1657, S. 535, S. 1137, S. 436, S. 1756, and S. 1757. 

These local-service air carriers are concerned about the probable 
effect of mail-pay separation on their ability to continue to do their 
jobs. A series of meetings was held the latter part of June which was 
attended by most of their presidents. At these meetings there was 
substantial agreement on many aspects of the problem. 

Where individual presidents differed, we have attempted to com- 
promise between their positions. To the best of our ability this pres- 
entation represents the composite view of all of the local-service air 
carriers though it may not represent the exact thinking of any one 
of them. A number of these local-service carriers will make their 
presentations directly to the committee. 

In general, these carriers have gone on record in the past as favoring 
the basic idea of separating subsidy and mail pay. Of necessity there 
nust be promotional or starting costs to the Government in establishing 
the so-called second level of our air-transport system. These costs 
ire an investment in a more efficient national economy. This invest- 
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ment pays an increasing return from its beginning and will build yp 
to a self-sustaining and then a repayment basis in a reasonable time. 

It is logical for the C ongress and for the public to want to know tly 
amount of this investment and the progress made toward attaining 
self-sufficiency. The local-service carriers favor making public this 
information. They see nothing wrong with a subsidy. The Federal 
Government wants to expand and complete its national air- -transport 
system. These carriers are the contractors selected by the Gover. 
ment to do this job. These contractors must be paid for their work 

As the work progresses more and more revenue can be realized from 
the operation. But a subsidy in decreasing amounts will be required 
until the revenues equal the operating costs plus a fair return on the 
carriers’ investment. When this stage is reached the Government's 
investment in that particular air-route pattern will have been com. 
pleted. 

A means is needed to keep the public informed of the progress tha: 
is being made by these contractors. ‘The measure of their progress 
is the measure of the subsidy element still required for their operations, 
Local-service carriers feel confident that the value of their services to 
the Nation and to the communities they serve will fully justify the 
expenditure of any subsidy that is revealed. 

These carriers believe wholeheartedly that the expansion of the air 
transport system downward to bring service to a larger number of the 
smaller cities and towns is very necessary to the future welfare of th 
Nation. We believe the Civil Aeronautics Board, after its lengthy 
and extensive studies of this problem back in 1943 and 1944, was com- 
pletely right in its decision to establish local airline service as a separate 
pattern of routes operated by new and independent carriers. 

The residents of smaller cities and towns actually need air trans. 
portation more in proportion to their town’s size than do the people of 
the larger cities. This has been borne out by the actual experience as 
shown ‘by our chart No. 1 which is attached. This curve begins to 
rise, going to the left, for towns of 75,000 to 100,000 population because 
some of the services and supplies required by the local citizens cannot 
be found in that town and consequently these people have to travel to 
get them. As the towns get smaller more travel is necessary until in 
cities of 5,000 to 10 ,000 population some two-and-one-half times the 
amount of travel is required. 

We believe this relationship applies to all travel and is a funda- 
mental characteristic of smaller towns rather than being due to a 
greater acceptance by them of air travel. As a matter of fact, th 
degree of acceptance is probably less in the smaller towns because of 
the much shorter time these people have had to accept the idea ant 
acquire the habit of air travel. It also is true that the amount of 
service to the smaller towns is less, there being fewer schedules offer- 
ing direct service to fewer destinations. Thus, their high traffic- 
gencrating ratio should go still higher. 

The scale on the left is the number of passengers generated pe! 


thousand population. The scale at the bottom is the population of 


the towns in thousands. You will notice that from around 70,\! 
to 80,000, from there on to the larger cities, the traffic generation 's 
reasomably constant, but as you come back toward the smaller 
towns 
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TRAFFIC GENERATION CURVE 
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The CHarrRMAN. Is that on the population ratio or actual numbers? 

Mr. Ray. This is the passengers per thousand population. As we 
get into the smaller towns the number of passengers per thousand 
population rises rather rapidly, continuing to increase that rate of 
rise as the town gets smaller. We have towns in the very small size, 
a couple of thousand population, where say a 2,000-population town 
will produce 4,000 passengers during a year. 

In other words, every man, woman, and child in the town will ride 
at least twice, or at least the equivalent of that, during the year. 
In studying the chart you will realize that towns of 80, 000 to 90,000 
will have most of the services and supplies in the town that the 
average individual needs. But when you begin to get into the 
smaller towns, they have to travel for those services and supplies. 

We believe that travel applies to all forms of transportation from 
those towns. We think those people in the smaller towns actually 
just travel more, whether by air or by surface means. But if you 
provide them a good air-transportation system they will use it more 
than will the people in the larger cities. 

That curve is based on the actual performances, actual record in 
the Pacific coast region. The reason we took the Pacific coast region 
is that is where we have the better local service pattern, and it has 
been in operation for a little longer time. None of the rest of the 
country has had quite so efficient an air travel route pattern and 
service provided than have those people in the three Pacific Coast 
States. 

The CHarrMan. Will that cover the intrastate carriers and the 
so-called nonskeds? 

_ Mr. Ray. No, sir; this is for the certificated carriers only. This 
information is taken from their Form 41 that they file with the Board. 

The CHarrMan. By certificated carriers do you mean those certifi- 
cated by the Civil Aeronautics Board? 
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ment pays an increasing return from its beginning and will build up 
to a self-sustaining and then a repayment basis in a reasonable time. 

It is logical for the Congress and for the public to want to know the 
amount of this investment and the progress made toward attaining 
self-sufficiency. The local-service carriers favor making public this 
information. They see nothing wrong with a subsidy. The Federa| 
Government wants to expand and complete its national air-transport 
system. These carriers are the contractors selected by the Govern- 
ment to do this job. These contractors must be paid for their work. 

As the work progresses more and more revenue can be realized from 
the operation. But a subsidy in decreasing amounts will be required 
until the revenues equal the operating costs plus a fair return on the 
carriers’ investment. When this stage is reached the Government’s 
investment in that particular air-route pattern will have been com- 

leted. 
. A means is needed to keep the public informed of the progress that 
is being made by these contractors. ‘The measure of their progress 
is the measure of the subsidy element still required for their operations. 
Local-service carriers feel confident that the value of their services to 
the Nation and to the communities they serve will fully justify the 
expenditure of any subsidy that is revealed. 

These carriers believe wholeheartedly that the expansion of the air 
transport system downward to bring service to a larger number of the 
smaller cities and towns is very necessary to the future welfare of the 
Nation. We believe the Civil Aeronautics Board, after its lengthy 
and extensive studies of this problem back in 1943 and 1944, was com- 
pletely right in its decision to establish local airline service as a separate 
pattern of routes operated by new and independent carriers. 

The residents of smaller cities and towns actually need air trans- 
portation more in proportion to their town’s size than do the people of 
the larger cities. ‘This has been borne out by the actual experience as 
shown by our chart No. 1 which is attached. This curve begins to 
rise, going to the left, for towns of 75,000 to 100,000 population because 
some of the services and supplies required by the local citizens cannot 
be found in that town and consequently these people have to travel to 
get them. As the towns get smaller more travel is necessary until in 
cities of 5,000 to 10,000 population some two-and-one-half times the 
amount of travel is required. 

We believe this relationship applies to all travel and is a funda- 
mental characteristic of smaller towns rather than being due to a 
greater acceptance by them of air travel. As a matter of fact, the 
degree of acceptance is probably less in the smaller towns because of 
the much shorter time these people have had to accept the idea and 
acquire the habit of air travel. It also is true that the amount of 
service to the smaller towns is less, there being fewer schedules offer- 
ing direct service to fewer destinations. Thus, their high traffic- 
generating ratio should go still higher. 

The scale on the left is the number of passengers generated per 
thousand population. The scale at the bottom is the population of 
the towns in thousands. You will notice that from around 70,000 
to 80,000, from there on to the larger cities, the traffic generation is 
reasomably constant, but as you come back toward the smaller 
towns 
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TRAFFIC GENERATION CURVE 
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The CuarrMan. Is that on the population ratio or actual numbers? 

Mr. Ray. This is the passengers per thousand population. As we 
get into the smaller towns the number of passengers per thousand 
population rises rather rapidly, continuing to increase that rate of 
rise as the town gets smaller. We have towns in the very small size, 
a couple of thousand population, where say a 2,000-population town 
will produce 4,000 passengers during a year. 

In other words, every man, woman, and child in the town will ride 
at least twice, or at least the equivalent of that, during the year. 
In studying the chart you will realize that towns of 80,000 to 90,000 
will have most of the services and supplies in the town that the 
average individual needs. But when you begin to get into the 
smaller towns, they have to travel for those services and supplies. 

We believe that travel applies to all forms of transportation from 
those towns. We think those people in the smaller towns actually 
just travel more, whether by air or by surface means. But if you 
provide them a good air-transportation system they will use it more 
than will the people in the larger cities. 

That curve is based on the actual performances, actual record in 
the Pacific coast region. The reason we took the Pacific coast region 
is that is where we have the better local service pattern, and it has 
been in operation for a little longer time. None of the rest of the 
country has had quite so efficient an air travel route pattern and 
service provided than have those people in the three Pacific Coast 
States. 

The CuHatrMan. Will that cover the intrastate carriers and the 
so-called nonskeds? 

Mr. Ray. No, sir; this is for the certificated carriers only. This 
information is taken from their Form 41 that they file with the Board. 

The CuarrMan. By certificated carriers do you mean those certifi- 
cated by the Civil Aeronautics Board? 
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Mr. Ray. Yes, sir. 

The CHarrMan. No intrastate? 

Mr. Ray. No, sir; no intrastate. 

The Cuarrman. In California, and the rest of the west coast they 
might show a different situation if you took in all of the carriers out 
there serving that area. 

Mr. Ray. I think it would. What it would amount to is that 

after the curve gets over to the larger cities—you see this curve only 
goes to towns of 150,000—after it gets to the larger cities it might rise 
again if you add the nonsked and the intrastate traffic from Los 
Angeles and San Francisco and other cities there. 
» The CuarrMan. If you went to those larger cities and confined it to 
certificated carriers the line would drop off very sharply when it got 
to the large cities. 1 think if you had that line—and I am guessing— 
if you projected it into a population center such as New York or 
Philadelphia, that your ratio would drop off very sharply. 

Mr. Ray. It is true that on a per thousand population basis the 
people in the larger cities just do not fly as much as they do in the 
smaller towns. 

The CuHarrMan. They do not travel as much? 

Mr. Ray. They do not travel as much. 

The CHarrMan. That is a very interesting chart. 

Mr. Ray. The record shows that the travel from the smaller cities, 
and towns is predominantly short-haul and that the principal destina- 
tion is the trade-area center. The ground transportation available 
is generally slower than for the more traveled arteries between the 
larger cities. The many trips these people make for their services and 
supplies are time-consuming to say the least and the saving in time 
by air is greater for them for journeys of the same length than for the 
large city residents. 

The travel time spent by these’ people is so much time wasted. 
That time does not contribute to their own or to their Nation’s wel- 
fare. Faster transportation will reclaim a good part of this basic 
national resource thus adding to the economic strength of the Nation. 

We realize that it is not necessary to sell you men on the fund amental 
needs of a better transportation system. We believe the Board has 
and has had for some time, the wholehearted support of both houses 
of Congress in expanding this second level of the Nation’s air-transpor- 
tation system. 

However, we would like to tell you that the local service airlines 
are making substantial progress in working out their problems. 

We have some charts here to give you a visual indication of their 
recent performances. This chart “No. 2 shows the total revenue pas- 
sengers that have been carried by all of the local service airlines for the 
two comparable periods. The two longer bars on the right compare 
1949 and 1950. The two short bars on the left compare the first 
quarter of 1950 with the first quarter of 1951. You will notice there 
is a 74%-percent increase in the total number of passengers carried 
between the two first quarters. 

The CuHatrMan. | think that it should be pointed out that 1951 
is a war year, and that the increase in airline traffic is a good measure 
of the contribution that the airlines are making to national defense. 
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TOTAL REVENUE PASSENGERS 
ALL LOCAL SERVICE AIR CARRIERS 


1000 


800 


8 


(THOUSANDS) 
> 
8 


REVENUE PASSENGERS 





IST QTR. IST QTR 1949 950 
1950 195! 


That is the only reason that you have that accelerated traffic, is be- 
cause of the mobilization and national defense aspects of the year 1951, 
and the latter part of 1950, also, was a war year. So that sort of chart 
does point up the contribution that the airlines are making. 

Mr. Ray. Yes, sir; that is perfectly true. As the need for travel 
has increased, and a good part of that need has been for national 
defense purposes. 

The CuarrMan. Directly and indirectly. 

Mr. Ray. Yes, sir. The carriers are in a position to make that 
contribution to the over-all defense effort. The third chart is the same 
general information in revenue passenger-miles instead of revenue 
passengers. The increase in miles is 93.7 for the first quarter of 1951 
over the first quarter of 1950. 
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The fourth chart is on the ton-miles basis and shows a 90.8 percent 
increase between the two quarters. With the substantial increase 
in the three indexes we have just examined, correlating index together 
with that is the number of revenue-miles flown. You will notice that 
that only increased 23.1 percent, which is considerably less than the 
other several indexes. That means that a considerably higher load 


fac ‘tor was actually experienced to bring the other indexes above the 
23.1 level. 


86630—51——-81 
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That load factor is shown on the next chart. You will notice in the 
first quarter of 1951 the load factor increased considerably over the 
first quarter of 1950, the amount of the increase being 43.9 percent, 
and that takes it up to about 36 percent load factor. I would like to 
point out for all of these charts that we have compared, we have ac- 
cented the first quarters. The first quarters of any year are the low- 
est quarters when it comes to the various operating indexes. You 
carry less passengers then because of the winter weather. Not only 
the winter weather interferes with some of your flying activities, but it 
discourages travel, especially travel by air. These indexes will all be 
very much higher for the rest of the year than they have been for the 
first quarter. The comparative relationships of the two columns is thie 
thing that we wanted to illustrate, and not the over-all load factor o1 
numbers carried and so forth. 

The CHatrMAN. Were all these charts made from the west coast 
statistics? 

Mr. Ray. No, sir; these represent the Nation as a whole. All 


of the carriers are included. That is, the charts include the smal), 
single-engine carriers. This chart No. 2 shows the number of revenue 
passengers carried by all of the local service operators comparing o 


year 1950 and the year 1949 and the first quarter of 1951 with the fir 
quarter of 1950. It will be seen that during this first quarter of 195! 
about 74% percent more passengers were “carried than in the firs 
quarter of 1950. 
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The third chart compares revenue passenger-miles for the same 
periods of time. The percentage increase for the first quarter of 1951 
over 1950 is 93.7 percent or almost double. The fourth chart shows 
the total ton-miles carried of all kinds of traffic. These ton-miles 
increased by 90.8 percent. 

These figures are total figures for all of the carriers. It is necessary 
to correlate the total miles flown with these three indexes. This 
fifth chart shows this mileage. The miles flown only increased 23 
percent, which means that the almost doubling of revenue passenger- 
miles was largely accounted for by an increase in load factor. The 
behavior of the revenue passenger load factor is shown on chart 6. 
This load factor increased 43.9 percent for the first quarter of this 
year over the same quarter of last year. 

This substantial progress has been accompanied by a corresponding 
decrease in the mail pay requirements of the loc al service carriers. 
Because of a variation in the number of miles flown for any two periods 
of time, the mail-pay requirements can best be compared when reduced 
to a per mile basis. The following table gives these costs per ton-mile 
and per flight-mile for the individual carriers: 


TaBLeE 1.—Mail pay reqaired to break even, carriers operating DC-3 equipment 





Ton-mile basis Plane-mile basis 


Carrier First First 
| Quarter | quarter 


Percent First : First Percent 
€ te I 2 

r r change | Quarter | quarter nee 

1950 1951 range | “1950 1951 caane 


125.37 | 76. —39.3} 61 52.15 +1. 
93.97 | 8Y. 4! —4.8 | 59. 55 55 7 


—7.5 


Bonanza 
Empire | 
Frontier ! 158. 25 | 104. 1: —34.2 | 73. 76 ) —18. 
Lake Central. - aman on . 112. 97 20). 87 —81.5 44 5 
Piedmont__.- Side wien 87. 68 29 — 66. 51. 35 3 
Pioneer : sea ncehatie ; nis all 43. 25 22. ¢ —46.9 | 36.7 25 —30 
Robinson ae : ; ‘ 113. 43 46. 56 — 59, 70, 7: 3. 40 —38. 6 
Southern... ._.. f 304. 53 121.13 —t0.2 | 77 

Southwest a ‘es 67. 70 25. 66 —62.1 | 50. 5 ; 
Trans-Texas : ; eat 150. 56 68. 36 — 54.6 | 59. 5 ( —17 
West Coast et Tet 156. 91 95. 6 —38. 7 79.3 > — 24. ¢ 
Wisconsin Central . ; 305. 07 172. 52 —43. 72. 35 76.15 +5. : 


| 
| 
All American .. Me EA BET i | 204. 14 97. 66 —52.2 | 91.7 
' 
| 


De o. cnene beens 110. 30 65. 90 —40.3 62 52.04 —16 


' 1950 figures represent a consolidation of Challenger Airlines and Monarch Airlines which were merged 
during 1950 to form Frontier Airlines. 
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There are several of the smaller carriers left out of this table. I 
believe there are three, which is Central, Midwest, and Wiggins. 
Those carriers operate single-engine equipment and their various 
indexes are quite high and we did not include them in this table. It 
will be noted on a ton-mile basis that there are seven of the carriers 
that cut their mail pay required to break even more than half between 
the first quarter of 1950 and the first quarter of 1951. 

The third column is the percentage change. Most of those have 
decreased their mail-pay requirements by a very substantial percent- 
age, one of them running up as high as 81 percent. 

The CuatrMAan. How much of that is due to pressure from the 
CAB to reduce the subsidy in mail pay? 

Mr. Ray. I do not believe that any of it could really be said to be 
due to the CAB pressure. Of course, the CAB is very anxious to 
get these costs as low as possible, but they are not half as anxious as 
are the carriers. These people have been doing all they can to reduce 
those costs. They have been making very substantial progress, as is 

Lown there. 

The CHATRMAN. On these changes in the amount that was allocated 
by the CAB, I understand that all of these carriers , in addition to the 
amount which is received, as indicated in this chart, have claims in to 
the CAB for pay that they claim that they are entitled to, which has 
not been given to them. 

Mr. Ray. There are some of them that have that. 

The CuatrmMan. You do not show that on the chart? 

Mr. Ray. No, sir. These figures are not based on what the carrier 
will actually be paid. Some of them may be paid more, or some of 
tham may be paid less than this. As a matter of fact, I think all of 
them will probably be paid more than this, because this is the mail 
pay required to break even, and does not include the 7-percent return 
on the investment. The reason we usually work on mail pay required 
to break even is because a number of the carriers will apply for 
retroactive mail rates, and some of those will be granted. It would be 
difficult to try to prejudge ahead of time what those figures would 
actually be, whereas the mail pay re quired to break even is a definite 
figure that we can get for each carrier for purposes of comparison. 
There are about five or six of these carriers that are on a so-called 
permanent mail rate. So the figure we show here, plus 7 percent, 
would not be too far wrong for those particular carriers. 

I notice on a per-plane basis the percent change is not quite so 
great as on a ton-mile basis. That is to be expected from the charts 
we have just looked at, which show that there has been an appreciable 
increase in load factor. Load factor affects the ton-mile cost con- 
siderably more than the others. 

These figures show substantial progress toward the lowering of 
mail-pay requirements in spite of a 15-point rise in the cost-of-living 
index. Thus, the carriers did a good job of holding the line on costs 
and at the same time decreased their dependence on mail pay 40.3 
percent per ton-mile. On a ton-mile basis seven carriers decreased 
their mail-pay requirements to break even by more than half. Lower- 
ing this need so much in only a year is a rapid approach to self- 
sufficiency. 

Another table that reflects the progress that is being made is a 
comparison by carriers of their operating ratios for the same two 
periods. These figures are shown in the following table: 
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TABLE 2.—Comparison of operating ratios, carriers operating DC—3 equipment 


as First quarter,| First quarter, Percent 
Carrier 1950 1951 change 





All-American 
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DC-3 average. 
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That table shows the operating ratio. The operating ratio means 
the direct operating cost divided by the nonmail revenue. An 
operating ratio of 1 would mean that the operating cost was equal, or 
rather the nonmail revenue was equal to the operating cost. An 
operating ratio of 2 means the nonmail revenue is half of the operating 
cost, and so forth. These'ratios themselves are in general rather 
high because they are for the first quarter, and that is by far the 
highest quarter of the year as far as the ratios themselves are con- 
cerned. But for comparison purposes, you will see that the carriers 
have made very substantial progress in percent change over in the 
third column in reducing those ratios. 

The Cuarrman. I do not know what the facts would show, but I 
imagine that the mail is much heavier in the winter time than it is in 
the summertime. That would make a slight variation in the tables 
for the year. 

Mr. Ray. | think that is true. I think there is a higher amount 
of mail pay—rather, a higher tonnage of mail carried through the 
months at the beginning of the year. However, those figures would 
not enter into this. These figures have nothing to do with load 

carried. It is operating cost and novmail revenue. It is the revenue 
from passengers, freight, and express, or anything that you have. 

The Cuarrman. But your revenue would somewhat depend upon 
the tonnage carried and the service rendered? 

Mr. Ray. The tonnage of mail, though, would not enter into the 
nonmail revenue figure. 

It will be seen that the operating ratio has improved considerably. 
The operating ratio conveys the relationship of the total nonmail 
revenue to the total operating cost. An operating ratio of 1 means 
the nonmail revenue was equal to the operating cost; a ratio of 2 
equals half the cost, et cetera. 

We would like to point out that from an operating standpoint the 
first quarter of any year is the poorest quarter for any air carrier. The 
winter weather interferes with both flying and travel thus increasing 
the costs and lowering traffic revenues. For this reason the above 
figures are at their worst. 

They do not represent in any way what a set of these same figures 
would be for the year. We have shown them for the first quarter period 
simply because the first quarter of 1951 is the latest period for which 
figures are available. For comparative purposes they are all right 
because the same seasonal factors apply equally to both periods. 
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Some 200 cities and towns have been brought the benefits of air 
service so far by the local service route pattern. These towns did not 
have air service before and at the present time are served by local 
service carriers only. <A look at the CAB’s map of the local service 
routes shows that their route pattern does not cover all of the c ountry. 
There are large white areas on the map between the areas that are 
covered by presently certificated local service routes. 

There are many towns in these white areas that need air. service 
as much as do the towns presently receiving it. They are of the same 
general size, have the same economic indexes, poor ground transporta- 
tion, and so forth. To complete our air-transportation system we 
must include this considerable number of additional cities and towns. 

We have examined the 1950 census figures and find that in the 
United States there are approximately 2,400 towns of 5,000 popula- 
tion or more. About 550 of these are suburban towns and do not 
need to be served separately from the main city near them. We 
have used 5,000 as an arbitrary cut-off point but there are 63 towns 
now with populations of less than 5,000 that are on the air map and 
most of them are putting out sufficient traffic to justify service. 

It would be extremely difficult to lay out a route pattern that would 
bring air service to every town of 5,000 or more people in the United 
States. However, there is a substantial part of this second level or 
local service air-route system that is practical yet still to be extablished. 
Some of the routes already in operation will require revision, including 
additions and possibly deletions of towns. 

The job of providing the Nation with good transportation from 
every town to every other town and with an overnight air-mail 
system that will permit more rapid functioning of our national econ- 
omy is not complete, still requiring considerable effort by the local- 
service operators and by the Federal Government. 

The local-service carriers as a group are anxious to get on with this 
job. They are confident that they can do it. They are very proud 
of what they have accomplished so far. They believe this secondary 
level can be put on a self-sustaining basis and that they can get it 
there in a shorter period of time and with less Federal support money 
than was required to establish the present long-haul air-transportation 
system. They believe that when the local-service system is completed 
it will add as much to the national welfare as did the long-haul 
system. 

Because of the future importance of this expansion of air trans- 
portation to our national welfare, and because of the magnitude of 
the undertaking, great care should be given to any legislation that 
affects it. Any added burdens to these operations may slow the 
completion of the over-all job, delay the final realization of its values 
to the public, and increase the costs unreasonably. 

The local-service carriers believe the Civil Aeronautics Act was a 
very good piece of legislation. It was worked on by the Congress 
at a time when the air carriers were in a lot of trouble and had been 
for a good many'years. They had been operating under the Post 
Office Departme nt on a basis of competitive bidding. They had been 
through the air-mail cancellations of 1934 with a substantial reshuffling 
of routes and route patterns. 

Congress was sold on the importance of building up a strong air- 
transport system to further our national welfare. They realized that 
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in the then existing confusion this purpose was not being realized. 
In 1937 and 1938 both Houses of C ongress put in a lot of time studying 
this — ular problem and came up with the Civil Aeronautics Act 
of 193 

This act is particularly slanted toward the promotion and develop- 
ment of a new industry. We think it is just about the best act that 
could have been written under the circumstances. It has accomp- 
lished its purpose exceedingly well. The transportation system it 
was designed to foster and promote has matured into one that is the 
best in the world. We believe the second level of our air-transport 
system can best grow and develop under this act as it has worked in 
the past. We think that a change in the rules now is almost certain 
to retard and complic ate its growth. 

As we see it, Senate bill 1657 does propose a substantial change in 
the rules. One of the basic changes is in the method of making pay- 
ments to the carriers. Under the “proposed legislation these payments 
will come from two sources and two separate appropriations. The 
costs of carrying the mail will be paid by the Post Office Department 
and the promotional costs will be paid by the CAB. The CAB will 
have to go before the Appropriations Committees of Congress each 
year for this subsidy appropriation. 

As we see it, this procedure is subject to many outside influences 
that will interfere with getting the job done. At some time during 
each year the staff of the CAB and the Board itself will have to decide 
what subsidy appropriations they are going to ask of Congress. They 
may realize clearly what is needed to get this second level of our air- 
transport system completed and into operation. 

But as a practical matter they are faced with other considerations. 
They may realize that Congress is particularly economy-minded that 
vear, or that such and such a chairman of a subcommittee has some 
fixed ideas that must be taken into account. Instead of asking for 
what they know it will take to get the job done in the best interests 
of the country, they compromise with practicality and ask for what 
they think they can get. 

This request may “be for more or for less subsidy than the local- 
service carriers re quired the previous year. If it is for less, this request 
in itself will require a curtailment of the local-service operations. 
When the request gets to the Hill there is a likely probability that the 
appropriations committees will cut it as a matter of routine. Then 
when the appropriations bills get to the floors of the two Houses it 
will probably be cut again and the amount of this cut will be dependent 
upon the degree of economy-mindedness of that particular Congress. 

All of this will mean that the carrier will never know one year whether 
it will be in business the next, and, if so, to what extent. The amount 
of its operations will have to be tailored to the Government’s plan 
and this plan will not be a continuing one but one that fluctuates from 
year to vear. 

This year the carrier may have the right amount of equipment to 
fly the routes for which it is certificated. Next year it may have 
several surplus airplanes because its subsidy has been cut down and 
it can only fly a part of its route pattern. The following year it may 
have its subsidy restored again in an amount that will Tet it operate 
its full route pattern and if it has disposed of its equipment in the 
meantime, it will have to increase its fleet again. 
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Under those conditions it would be impossible to hold®an organ- 
ization together. The employees would demand more security than 
could be given them and would find jobs elsewhere. Premium wages 
would be “Tequired to hold personnel and the training costs would be 
very high. 

This lack of continuity and stability in the local service operations 
is a most disturbing element to these carriers. To protect themselves 
from the possibility of having their operations cut and the future of 
their company jeopardized, the top management personnel of these 
carriers will have to spend a good part of their time in Washington. 
much the way the airline presidents did in that period around the 
middle thirties when the trunk airline situation was so precarious. 

Instead of being with the airline taking care of the executive func- 
tions of the carrier and accomplishing the most in the way of getting 
on with the job, the efforts and energies of these people will have to 
be spent contacting Senators and Congressmen to make certain that 
next year’s appropriations will be forthcoming to keep them in busi- 
ness. Also, the people in the cities and towns being served will have 
to be worked on so that constituent influence can be passed on to the 
gentlemen on the Hill. 

All of this extra effort and activity is going to cost a lot of money 
and it will have to be paid for by the Federal Government in the form 
of subsidy payments. We have no way of estimating how much this 
activity will increase the cost of local service operations, but we are 
certain that the increase will be considerable. Also, we are certain 
that the operating job will not be done as well. This is bound to 
have a smothering effect upon the fostering and promotional aspects 
of expanding our air transport system. The job cannot be done as 
well or as quickly as it could be accomplished otherwise. 

We believe that the Civil Aeronautics Act was intentionally drawn 
to avoid these logrolling activities each year in connection with the 
appropriations to the air carriers. We believe its authors realized 
that if these sumdenaiiieas were on a straight year-to-year basis 
the carriers’ top management personnel would be required to spend 
too much time on political matters. Whether this was intentional or 
not, it was certainly a good idea and we believe it has been a very 
important part of the over-all working of the Civil Aeronautics Act. 

The placing of the subsidy on a separate yearly appropriations basis 
is an alteration in the intent and working of the Civil Aeronautics Act. 
We do not believe this act would have developed the present air 
transport system if this alteration had been a part of the act from 
its beginning. We do not believe the second level of this transporta- 
tion system can develop as effectively and as rapidly as it should if this 
cornerstone of the act is changed. Any method adopted to accom- 
plish separation should not change this feature of the act. 

Another hardship this change in the rules will entail is one of financ- 
ing. These carriers have had a terrifically severe problem with their 
financing anyway. When they were first trying to get under way 
several years ago, the larger carriers were not paying dividends and 
even their stocks were not a very attractive buy. ‘If an airline such as 
American cannot make money,” an investor would reason, “how can 
I hope to make money investing in a little airline certificated to serve 
some 15 or 20 small towns?” 
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Only a few of the local service carriers had sufficient finances to set 
up properly to operate their routes. All of the others had to start on 
a shoestring, a most unsatisfactory way to start an airline. We are 
certain that had this financing problem not been so severe the local 
service carriers would have progressed even more rapidly in getting 
this second level of the air transport system on a healthy self-support- 
ing basis. 

One of the principal objections the investors have had to putting 
their money into the local service carriers has been the 3-year franchise 
which these carriers held. The Board has recognized this short- 
coming and now is granting longer term certificates. If by legislation 
they are put on ay ‘ar-to-year basis, the financing problem will be 
well nigh impossible. 

This lack of stability or lack of continuity in the Government’s 
effort will affect a good many other things than the carriers’ positions. 
The towns themselves need a degree of permanence before they are 
justified in making investments in their airports. Frequently when a 
town is certificated for service it is necessary to improve its airport by 
lengthening its runways or installing night lighting equipment. If 
these are installed and the service is curtailed later these people will 
be very dissatisfied with their investment. 

This lack of permanence can affect the Government agencies too. 
So far the local service carriers have provided their own airway facil- 
ities for such points of their routes that have been off Federal airways. 
The reason for this was that the Civil Aeronautics Administration 
took the position that they could not justify the installation of airway 
aids for routes that were only certificated on a 3-year temporary basis. 

The local service carriers accepted that this was a sound decision 
on the part of the CAA, but have looked forward to getting some help 
on these aids comparable to the help given the permanently certificated 
carriers as soon as the local service certificates were renewed. In 
general the CAA has agreed that something would be done about 
additional aids as soon as the experimental period of these local service 
carriers was over. Legislation which would put these carriers back 
on a year-to-year basis probably would preclude the inclusion of their 
route points in CAA’s future airway and landing aids planning. 

The airway landing aids which these local service carriers use are 
of value to other operators of aircraft. However, it has been found 
in actual practice that the carriers must restrict the use of this equip- 
ment to their own operations only. The reason for this is the liability 
involved. 

The carriers have been advised that because of their responsibility 
for maintaining this equipment they can be sued i case someone who 
is using it has an accident. To avoid this complication most of these 
carriers turn off the facilities as soon as their planes are in and do not 
turn them on again until another of their own flights needs them. 
Obviously this is a waste of facilities that are in reality paid for by 
Government funds. This situation should be remedied so that the 
CAA would be responsible for these aids and the general flying public 
could use them. 

These several items are examples of the necessity of attaining stabil- 
ity anda continuing effort in this air transport business. Any legisla- 
tion that detracts from this stability will, in our opinion, be very 
damaging. 
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Another difficulty with the proposed legislation is that it changes 
the responsibility for the authorization of the carrying of mail over a 
particular route or to a given town. In the new set-up this is left 
entirely to the Postmaster General. He can select the schedules on 
which he wants to put mail and can select none if he wants to. 

Although there has been some uncertainty as to just what the law 
has been in the past, the way it has worked in practice is that when the 
CAB certifies a route to receive mail service, the Post Office has put 
mail on it. As an example, in the case of the helicopter operation at 
Chicago, the Post Office was opposed to this service, but after the 
CAB established it the Post Office Department put mail on the 
helicopters. 

Under the new set-up the Postmaster probably would not designate 
mail on any of these helicopter schedules and the CAB could defray 
the costs of flying the helicopters by a direct subsidy if they wanted 
to and if they could get the money from Congress. However, this 
service is a mail-only service and theoretically the helicopters would be 
flying all over Chicago empty. 

This same approach to the problem could apply to many of the loca! 
service routes. ‘These operators do carry passengers too and it would 
be somewhat easier for the CAB to justify their continued operation 
without mail. <A great deal of the value of air service to the smaller 
cities and towns is their expedited mail service. You can go to these 
towns and talk to the local business people and officials and without 
exception you will find this phase of air service is accented by them as 
being most important. When the CAB finds that a route is needed 
in the public interest, a good part of this finding rests on the need 
for better mail service. 

This agency with its machinery for holding hearings, receiving testi- 
mony, making complete investigations, et cetera, is the one who should 
determine this need. The need for mail service not only rests on the 
present situation at the various towns, but on their future growth 
potential. 

The establishment of better communications is a most important 
adjunct to the development of the resources of a town, an area, or of 
the Nation. When the Board has determined that this service is 
needed in the public interest it should be established. The responsi- 
bility for the promotional aspects of the Nation’s air transport system 
should not be divided. 

The Post Office Department’s attitude toward these matters has 
fluctuated violently in the past. The administration of the Post Office 
preceding the present one was most aggressive in expanding and 
improving the postal service. The present administration has shown 
a tendency to oppose the expansion of the air mail service. 

The Government should have protection from these swings in 
long-range policy pertaining to these promotional and developme ntal 
aspects of aviation. We have five men on the Board rather than one 
in order to get away from the dependence on one man’s judgment. 
We should not swing back again to a situation which existed before 
the Civil Aeronautics Act where the Postmaster has authority to 
determine and control the expansion and development of air transport 

This protection works both ways. It is conceivable that we ma) 
have a future Postmaster General who will be overly enthusiastic 
about expanding and speeding up the postal service. The need | 
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to stabilize these swings and to keep national policy from these 
fluctuations. This can be done better by placing the full responsibility 
in a five-man board. 

Another problem along this line which might prove to be compli- 
cated is the problem of varying rates between the various carriers 
serving common points. It happens frequently that a trunk line 
and a Tocal service line will fly between two towns such as Milwaukee 
and Chicago, as an example. There would be an incentive for the 
Post Office Department to designate the lower rate trunk airline 
schedules for the carriage of Milwaukee-Chicago mail. 

On the other hand, the local service carrier, who usu: ally has more 
schedules and probably flies at more convenient times of day, might 
furnish a better service for expediting the mails. From the stand- 
point of the Government as a whole the money necessary to support 
the local service carrier is to be paid anyway. The favoring of the 
low cost carrier by the Post Office Department does not save any 
money for the Government. It only transfers some of the costs from 
one department of the Government to another. 

The Postmaster may have the authority now to favor one carrier 
over another if that carrier’s rate for carrying the mail is lower. How- 
ever, under the present system the Post Office De partment realizes 
that if they favor the low cost carrier nothing is gained because the 
higher cost carrier will require a still higher mail rate. 

Consequently, Post Office policy has been to ship the mail by the 
next departing schedule regardless of the mail pay rate of the carrier. 
It is believed that this correct handling of the mail would be abandoned 
under any of the proposed plans of separation which give the Post- 
master General the responsibility of determining on what routes and 
on what schedules mail will be carried. 

The local service group subscribes to the position taken for the 
ATA by Mr. Tipton regarding the preference for rate making by 
a regulatory body rather than ‘by statute. 

This determining of a reasonable rate is very complicated for the 
local service carriers. It is a well-known principle of transportation 
that costs On a ton-mile basis are very low along the main channels where 
a large volume flows but that these costs become much higher to 
smaller, out-of-the-way places where the volume is low. 

The Post Office Department has this problem in some of its severest 
forms. As an example, its final delivery of mail where the letter 
carrier delivers it from door to door easily runs into a cost of $50 to 
$100 per ton-mile. Also, ton-mile costs are very high for the RFD 
and star route services. 

We believe, but have not been able to collect final proof, that the 
surface mails are delivered by star route to a good many towns on 
present local service routes which also receive air mail. In these 
cases we believe the air mail, if delivered at 84 cents per ton-mile, 
would cost the Post Office Department considerably less than it is 
presently paying for its surface delivery. It would seem logical that 
the true value to the Post Office Department of carrying this mail 
would be more than the cost of carrying it by the most economical 
ground means. 

Another consideration that enters into these costs for the local 
service carriers is the promotional aspect of developing the mail 
service. In the start of practically every business the product is 
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sold at a below-cost introductory figure until the product becomes 
known and the sales volume increases. 

This consideration definitely applies to the establishment of new 
air mail service the same as it does for passenger service. It seems 
reasonable that the Post Office Department should bear its share of 
this developmental expense. 

Also, in the local air service picture at the present time the sale 
price for the service of carrying passengers is very different from the 
actual cost of carrying these passengers. We know of one carrier 
who barely took in enough from passenger revenue during its first 3 
months of operation to defray the advertising costs directed toward 
the promotion of passenger traffic. 

The expenditure of this money was justified by a rapid build-up 
of traffic for the future. This carrier now has one of the lowest mail 
pay requirements to break even, which figure got down to below 14 
cents a mile for the third quarter of last year. 

By selling its product in the beginning at a lower price per unit 
than that product actually cost, the carrier has decreased its over-all 
support requirements. This introductory or developmental expense 
is a necessary part of getting into business and is a common practice 
in other businesses. 

The actual cost per passenger ton-mile or per passenger for all of 
the local service carriers is increased substantially by this promo- 
tional aspect at the present time. This higher cost should be taken 
into account if mail rates for these carriers are to be based on the 
passenger fare structure. 

In the local service operation we think it probable that a ton of 
passengers can be handled for less cost than can a ton of mail. We 
do not have the average weight of the mail pouches carried by the 
local service group. We know, however, that it is small and probably 
averages around 3 or 4 pounds. The local service carrier flies this 
pouch somewhere between 100 and 150 miles. Four pounds at 100 
miles is 400 pound-miles or one-fifth of a ton-mile. This is 17 cents 
to the carrier for handling this pouch at the 84-cents per ton-mile 
rate. 

For this 17 cents the carrier must receive the mail from the postal 
messenger, must enter it on its form, enter it on the manifest, load it 
on the aire “raft, unload it again at the terminal, deliver it to the local 
AMF (which he also must pay for) with the handling of the forms 
that go with it and at a later time process these forms through the 
accounting department and bill the Post Office Department. 

There is serious question in our minds as to whether 84 cents a 
ton-mile is sufficient for this service. We doubt if a bus company, 
as an example, would take on the same responsibility for the same 
price, which would have amounted to some $10 per month for one 
round trip per day in the above instance. 

It is also true in local service operation that most of the carriers 
operate under what is called the privilege of ‘‘overflying nontraffic 
points.” The cost of making a landing of a DC-3 as computed by 
Ernst & Ernst is $7 for the local service operators. This privilege 
allows them to save this expenditure of landing costs at any point 
where there is no traffic either to be loaded or unloaded. It happens 
frequently in local service operations that a landing is required for 
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this 3-to-4 pound sack of mail. Thus, $7 of expense is incurred for 
the 17 cents of revenue referred to above. 

gs line of reasoning indicates that the rate of mail pay proposed 
in 8. 1657 is too low. ‘Yet, as indicated earlier, any variance in mail 
rate between different classes of carriers will adverse ly affect the car- 
riers with the higher rates unless the Post Office Department is re- 
strained by legislation from favoring the lower rate carrier Or the 
incentive to do so is removed. 

So far we have discussed some of the difficulties presented by the 
proposed legislation. We realize that this is a negative approac +h and 
we have tried to think in terms of how the job can be accomplished. 

Our preference is to continue under the Civil Aeronautics Act as 
we operate under it at the present time. We have not tried to con- 
sider the requirements or problems of the permanently certificated 
air carriers. Thinking purely in terms of the carriers holding tem- 
porary certificates, we believe the ‘vy can best perform their function of 
developing the Nation’s second level air- transport system under the 
full promotional advantages of the Civil Aeronautics Act. We would 
like to see the Act changed as little as possible in accomplishing 
separation. 

The CAB has already announced its intention of making an admin- 
istrative separation of mail pay and subsidy. This separation should 
be adequate for identification purposes and should satisfy the needs 
of Congress and the public to know the amount of the subsidy. Thus, 
for all practical purposes the intent of the proposed legislation is ac- 
complished without incurring the logrolling features and the uncer- 
tainty hardships of an appropriation “each year, 

Another method to cure the year-to-year evil would be to frame the 
legislation to permit the authorization of funds for nase of time 
extending into the future. Authority is granted other Government 
agencies to contract for services or supplies to be paid for in future 
years. The Government commits itself to make certain expenditures 
on airports, as an example, and when the time comes the appropria- 
tion is more or less automatic. 

Some similar authority to the CAB would add a degree of stability 
to a local service carrier. If the CAB could enter into a contract for 
a certain uumber of years, flying at least a given number of flight- 
miles, this would be an assurance to the investor of being in business 
for this period of time and would probably permit the financing of 
the operation. 

The difficulty with this proposal is that it destroys an appreciable 
amount of flexibility of the present system. Now the CAB can sus- 
pend or add to a carrier’s route pattern by its exemption orders and 
other means and it can control through the awarding of mail p: iy the 
scheduling and the total number of miles a carrier will fly. 

These things can be changed when the need for the ¢ hange appears. 
This flex ‘ibility i is important in getting a new service established. If 
something is found to be working poorly it can be abandoned, thus 
saving money to the Government. On the other hand, if need for 
additional routes or the addition of towns to the routes becomes 
obvious these modifications may be made. 

A contract would be much more difficult to modify. When the 
terms of the contract have been agreed to they could not be altered 
so easily. The length of the contract would probably need to be at 
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least 5 years in order to grant the financial stability to attract 
capital. 

If modifications in the route pattern and alterations in the operating 
plans could only be made every 5 years, this lack of flexibility would 
definitely slow up the rapid progress we should be making in getting 
this second level of the air transportation system fully developed. 

We recommend that the committee give ‘consideration to legislation 
including provisions similar to those contained in the Mere ‘hant Marine 
Act of 1936 which authorize the Maritime Commission to enter into 
long-term subsidy contracts with the overseas operators. This pro- 
vision in the Merchant Marine Act is designed to solve the very prob- 
lem with which the local service airlines are now faced. It was desired 
to give the overseas merchant marine protection against the uncertain- 
ties arising out of annual appropriations. 

This proposal made by Congressman Hinshaw earlier in these hear- 
ings certainly has the considerable merit of being simple. It would 
make the whole transaction of paying for the carriage of mail much 
easier and would reduce the accounting costs tremendously. As a 
straight method of separating mail pay and subsidy we like it better 
than any other proposal made so far. 

Mr. Hinshaw’s plan would pay the carriers 50 cents per pound over 
the short distances of the local service carrier operations. If the mail 
is carried 100 miles this would amount to $10 per ton-mile. The Post 
Office Department might consider this an exorbitant rate. It might 
use some ground means for transporting the mail instead of air al- 
though air service might furnish a substantial saving in time. 

This ties back to our earlier consideration that such use of ground 
transportation, although it would lessen the amount the Post Office 
would be required to ask for in appropriations, would not save the 
Federal Government any money at all. 

Here again we would prefer that the amount to be paid for the 
handling of mail be determined by the CAB. The amounts might be 
considerably less than the rate proposed by Mr. Hinshaw but the 
CAB could adjust them to the situation with each carrier and could 
make changes in these rates if the situation demanded it. 

Another situation that might complicate the local service operation 
would be the probability that the longer-haul carriers operating 
between the larger points on the local service route pattern would be 
given all the mail from these points regardless of whether this expedited 
the mails or not. 

Going to the Milwaukee-Chicago illustration again, if the local 
service carrier carried the mail from Milwaukee to Chic “ago and was 
paid its rate for it, this might cost the Post Office Department con- 
siderably more than if it gave the mail at Milwaukee to a long-haul! 
carrier that would take the mail to its final destination for only one 
carrier payment. 

Thus, the Hinshaw proposal would need some means of requiring 
the Postmaster to fly the air mail from these towns and possibly some 
means of requiring that the mail be handled in the most expeditious 
manner. As mentioned earlier, any practice of economy in selecting 
the carrier with the lowest rate does not save the government mone) 

Mr. Carmichael, in his testimony before the committee last week, 


proposed a rate structure that would incorporate the theory of higher 


rates per ton-mile for smaller units and shorter distances, with the 
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rate being reduced gradually as the distances and tonnages grow larger. 
While the local service carriers have not had an opportunity to apply 
this theory to their operations it seems to be a sound proposal. 

Some additional requirement that the most expeditious schedules 
be used might be needed to make this proposal work. Otherwise, by 
giving all the mail between two competitive points to one carrier the 
Post Office Department could get a lower rate because of greater 

volume. 

In many respects the proposal that the subsidy be charged directly 
to the towns receiving it is excellent because it does convey to the 
towns some idea of the Federal assistance they are receiving. Of 
course the towns won’t like it but if subsidy is to be separated it seems 
to us this method places a part of the subsidy where it belongs. 

However, we feel that the charging of all of the subsidy to the various 
cities and towns is not completely fair. We know that a good part 
of the justification for our air transportation system is the national 
welfare. Our economic machine can function better and faster with 
better communications and faster transport. Each new town added 
to this transportation system improves the system as a whole and 
increases its value to every point on the system and to the Nation 
itself. 

By developing a better transport system and thus increasing the 
economic strength of the Nation, the Nation as a whole benefits. 
Business can be conducted faster and will develop more income which 
in turn results in more taxes to the Federal Government. These 
national interests together with the values added to our national 
defense are values that are paid for by the subsidy. 

Also, the building of this air transport system is a long-range 
investment. The Federal Government spends the money now to get 
it underway and will reap benefits from the investment for probably 
the rest of its existence. It would seem unfair to the cities and towns 
to charge them with the full costs of establishing this transportation 
system. 

Some method should be devised to separate the values that will 
accrue to the towns themselves and the values that will accrue to 
the national interest. This is another allocation which would be 
impossible to accomplish accurately. 

However, if separation is accomplished and especially if the pay- 
ment of subsidy is vested with the CAB, or any other agency which 
has to go before Congress each year to justify the subsidy appropria- 
tion, it would be very advantageous to have the full support of these 
towns back of these carriers to he Ip assure continued operations. For 
this purpose no proposal made so far would be so effective. 

The position of the local service carriers is that they would like to 
see some plan of separation worked out if it can be done without 
wrecking the works. We have outlined many of the dangers of 
accomplishing separation by statute. We believe that any plan of 
separation should disturb the present Civil Aeronautics Act and the 
promotional functions of the Board as little as possible. We cer- 
tainly would not want to get into a cure that is worse than the disease. 

A completely accurate identification of the subsidy element prob- 
ably never can be attained but this can be accomplished with 
sufficient degree of accuracy to supply the public need for this infor- 
mation. The situation is usually a constantly improving one for any 
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route pattern and if an accurate appraisal were made today it would 
have changed by tomorrow. 

For purposes ‘of identification, which seems to be the primary need, 
separation could be accomplished by the CAB. Mr. Nyrop has 
indicated that the Board would proceed with this administrative 
separation and have the job done fairly soon. 

A yearly study, or for such years as the information was wanted, 
could be prepared by an accounting or management engineering firm 
which would identify the subsidy element for each carrier. This 
could be done for each route and point of service for certain years 
if desired. This wouid be another way of providing the necessary 
information to the public. 

Untess some form of separation legislation can be devised that will be 
reasonably free from the damaging and destructive faults we have 
discussed earlier, we would recommend that these simpie forms of 
identifying the subsidy be given serious consideration. 

I would like to say again that the local service carriers favor the 
idea of subsidy separation, at least to the point of subsidy identi- 
fication. They certainly agree that the public has a right to know the 
amount of the subsidy element in the mail pay they receive. 

These carriers have a big and important job ahead of them to com- 
plete the development and establishment of the second level of the 
Nation’s air transport system. Any legislation to accomplish separa- 
tion should not make their task more difficult. If such legislation can 
be proposed, they are for it. 

I would like to further add, Mr. Chairman, that these carriers 
realize and are appreciative of the attitude of both of the committees 
of Congress toward this problem. We know the problem that faces 
the committee, and the pressures that have been brought from the 
appropriations committees, and from sections of the general public. 

We sincerely sympathize with the two committees in the problem 
that faces them. We realize it is not easy and is a serious matter for 
them. 

The CHarrMan. We appreciate your restraint and your logical 
approach to our problem. It seems to me that you have faced 
realities much more gracefully, at least, than many of the witnesses 
who appeared here previously presenting the same problem. We 
want to place in the record this list of local service carriers who sub- 
scribe to this statement. 


Local service carriers subscribing to this statement 


All American Airways, Inc. . Pioneer Air Lines, Inc. 
Bonanza Air Lines, Ine. . Robinson Airlines Corp. 
Central Airlines, Inc. . Southern Airways, Inc. 

Empire Air Lines, Ine. . Southwest Airways Co. 
Frontier Airlines, Inc. . Trans-Texas Airways, Inc. 
Lake Central Airlines, Inc. . West Coast Airlines, Inc. 
Mid-West Airlines, Inc. }. Wiggins Airways, Inc. 

Ozark Air Lines, Inc. 17. Wisconsin Central Airlines, Inc. 
Piedmont Aviation, Inc. 


COON Dom OO 


The charts will be made a part of the record also. 

We thank you very much for your appearance. You have been 
very helpful to the committee. 

Mr. Williams, do you have any questions or comments? 

Mr. Witurams. No, sir. 
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Mr. Ray. Thank you very much, Mr. Chairman, for the privilege 
of appearing. 

The CuatrmMan. Mr. Congressman, we welcome you. 

Mr. Hinsnaw. Thank you, Mr. Chairman. 

The CHarRMAN. We have asked Mr. Weihmiller to make a factual 
analysis of the proposal which you made a few days ago, Mr. 
Congressman. 

Mr. Hinsuaw. May I say, Mr. Chairman, that I am flattered that 
the chairman and this committee would think enough of the sugges- 
tions that I made to make an analysis of them in the first instance. 
We thought it was a unique approach to this problem, and a very 
attractive one because of its simplicity. 

The CuHarrMan. We thought that we should make a very careful 
study of it and ascertain its effects upon the carriers. For those 
reasons we have made this study. 

I might add that this committee is searching and has been searching 
for many, many months to find the right way to separate the mail 
compensatory pay from subsidy. We are looking for light wherever 
we can find it. We thought that your approach to it was of such 
great importance that we wanted to find out all we can about it. 

Mr. Weihmiller, will you go ahead. 


STATEMENT OF H. E. WEIHMILLER, DIRECTOR, AIRCRAFT CON- 
SULTING SERVICE, WASHINGTON, D. C. 


Mr. Weremitier. Mr. Chairman, gentlemen, my name is H. E. 
Weihmiller. I am director of Aircraft Consulting Service, an 
independent consulting firm specializing in aviation activities. We 
were called upon by your committee’s staff to prepare several reports 
and tabulations of computations that were limited to factual pres- 
entation. 

We have endeavored to avoid any policy considerations and limited 
our work to technical analysis of the various projects which we were 
assigned. 

The CHarrMANn. How much experience have you had in this field? 

Mr. WeruMILuER. I have been in aviation, in the aircraft and 
consulting industry, for 26 years. My aircraft-consulting service has 
been in existence just over 8 years. 

The CHarrMAN. Are you an engineer or an auditor? 

Mr. Wertumiuier. I am basically an engineer, Mr. Chairman. 

The CHarRMAN. You may proceed. 

Mr. WerHmituer. The first report is entitled ‘Factual Analysis of 
Domestic Air Mail Proposal Presented by Representative Hinshaw, 
Member of Congress, Before the Committee on Interstate and Foreign 
Commerce, United States Senate, on June 29, 1951.” 

By direction of the Committee on Interstate and Foreign Commerce» 
of the United States Senate, the purpose and scope of this report is 
limited to a technical analysis of testimony on separation of air-mail 
pay from subsidy as presented to the Committee by Representative 
Carl Hinshaw on June 29, 1951. The basis for analysis is the official 
transcript of that hearing with technical corrections—see appendix | 
of clerical errors in transcription, as checked with Representative 
Hinshaw. 


86630—51——_32 
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In part, Representative Hinshaw presented considerable data 
resulting from his studies of domestic air mail and surface mail 
revenues and expenses, particularly as reported in the Post Office 
Cost Ascertainment Report, with appendix, for Fiscal Year 1950 and 
in the Form 41 reports of the carriers as submitted to the Civil Aero- 
nautics Board. 

His computations and data dealing with the cost-ascertainment 
report leadmg up to the derivation of the stated postage revenue of 
$1.93 per pound of first-class domestic air mail—transcript page 366, 
top—have been checked—see appendix I]—and are generally correct. 
His derivation of the 25- and 50- cents-per-pound mail pay rates from 
that unit revenue figure are generalized and is apparently based in 
part on additional calculations not presented. 

It must be noted here that the cost-ascertainment report (CAR) 
data relates to net or revenue pounds whereas weights reported by the 
carriers in Form 41 reports are gross weights which include the weight 
of the mail bag, lock, and postal documents. Where mail loads are 
small, the latter tare weight—called equipment weight by the Post 
Office Department—is an appreciable portion of the gross weight. 

The relation varies under different poiedadaiie adele as the type of 
bag used, density of mail traffic, et cetera. Over-all, the Post Office 
De] partment refers to outside approximations where the combined 
weight of bag, lock and postal documents has been assumed around 10 
to 15 percent of the total gross weight for all domestic air mail, and this 
factor must be applied to CAR data in deriving the unit revenue of a 
pound of air mail as reported by the airlines. 

That is, if tare weight is taken as 12% percent, the postage revenue 
of $1.93 per net pound of first-class air mail translates to $1.69 per 
gross pound—of this class of mail—as reported by the airlines. For 
all domestic air mail—first-class plus parcel post—the average revenue 
per net pound is given in the CAR as $1.39 which translates to $1.22 
per gross pound. 

Representative Hinshaw proposed that the largest carriers, the Big 
Five, receive compensatory mail pay at the rate of 25 cents per pound 
of mail enplaned and the other trunk, regional and local service car- 
riers, receive 50 cents per pound. 

A further condition proposed that for mail pay computations, each 
carrier would be credited with a minimum mail load enplaned of 25 
pounds at each departure, that is, a minimum mail payment of $12.50 
per departure in the 50-cents-per-pound classification. 

While this minimum would apply to each individual flight, appli- 
cation here would require obtaining the actual loads enplaned from 
each individual flight record—an extensive task not warranted at 
this stage. In lieu thereof, the yearly average mail load enplaned 
was used in the accompanying computations. In practice, for some 
carriers showing a yearly average below or near 25 pounds, actual 
loads would vary above and below that figure with the result that 
their computed mail pay would be increased slightly above that 
shown. 

The above proposed rates and minimums were applied to each 
domestic airline for the calendar year 1950 as shown in the attached 
table A. This also shows the average distance of mail haul, yearly 
average mail load enplaned and the resulting computed compensa- 
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tory mail payment for each airline under Representative Hinshaw’s 
proposals. 

Including adjustment for minimum loads enplaned, the total 
compensatory mail pay for the carriers shown amounts to $51,691,112 
as compared to actual mail pay receiv nsatory and any 
subsidy combined—of $63,321,964. Dividing the computed total 
compensatory mail pay by the total actual pounds of mail enplaned 
by these carriers produces an average mail pay rate of 0.3556 cents 
per pound for this group. 

Table A also shows the actual mail pay received by each carrier 
for comparison. It should be noted that the latter amounts combine 
compensatory mail pay and any subsidy payments whereas Repre- 
sentative Hinshaw’s proposed rates are for compensatory pay only. 
Under this proposal, any additional payments to the airlines would 
be determined by and made by the Civil Aeronautics Board consider- 
ing each carrier separately. 

"The tabulation stated also shows s equivalent compensatory mail pay 
per ton-mile resulting from his proposal in comparison with that 
resulting from actual mail payments received. Reference is made to 
table A for additional comparisons and evaluation of results for 
individual airlines. 

The list of carriers used in table A are the continental United States 
domestic airlines and does not fully cover all the traffic of domestic 
air mail. To do so would require inclusion of Alaskan, Territorial, 
overseas, and military domestic air mail data with some complex 
adjustments first necessary and the exclusion of some air mail to and 
from Canada from the data for several domestic airlines. 

The total tons enplaned and the total ton-miles shown on table A 
therefore may not be compared directly with similar data shown in 
the cost-ascertainment report. 

It will be noted, however, that the total pounds enplaned—shown 
in tons—for the incomplete group of carriers listed greatly exceeds 
the pounds of originating domestic air mail rec ‘orded in the CAR. 
This is partly due to the fact that each pound of originating mail may 
properly be counted several times in the airlines’ total due to transfers 
from one airline to another during transit from origin to destination. 

For example, a letter air-mailed from city A to city B may neces- 
sarily have to be transferred to three different airlines en route and 
each would record its weight as enplaned weight when received. 

Comparison of weights and ton-miles is further complicated by the 
fact that the CAR is for the fiscal year and the airline data used is 
for the calendar year; CAR pound and ton-mile data must be adjusted 
from net to gross weights, et cetera. These and other differences in 
the form of reporting air mail data used by the Post Office Depart- 
ment and by the Civil Aeronautics Board continue to hamper ready 
comparisons of both total and unit results. 

As recognized and stated by Representative Hinshaw in his testi- 
mony, his proposal of mail pay rates based on pounds enplaned does 
not provide greater payments for the greater work of long hauls over 
that for short hauls. That is, the basic mail pay would be the same 
per pound if carried 20, 200 or 2,000 miles by a carrier, regardless of 
the greater work and cost involved in the longer hauls. 

Under a pound rate, the resulting ton-mile Tate works out inverse ly 
proportional to the length of haul. He contends that the longer 
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hauls are peculiar to the largest airlines whose average costs are gen- 
erally lower and more in line with the lower ton-mile rates resulting 
while, conversely, the shorter hauls are peculiar to the smaller air- 
lines having generally higher unit costs. It is interesting to study 
table A, attached, as to the fulfillment of this assumption as computed 
for each individual airline. 

For very short hauls, the terminal expe nses—recording, loading 
and unloading, et cetera—became a more prominent part of the total 
trip expenses. These terminal expenses are practically the same for 
a short or a long haul, and, further, generally vary in some relation 
to the weight. 

A mail rate based on poundage only therefore has close relationship 
to these terminal expenses, but lacks the ability to compensate for the 
varying additional expense of the haul which increases with increasing 
distance. Conversely, a rate based only on the haul ‘using ton-miles 
as a basis—fails to give the proper w eighting for the varying proportion 
of fixed or terminal charges espec sially in very short haul operations. 

A combination of the two might be more closely related to actual 
costs and to work performed or.services rendered. This leads to 
consideration of a two-factor rate—one factor based on weight en- 
planed, the other on ton-miles of haul—or a block system of rates in 
which the rate per ton-mile increases by steps as the ‘loads and length 
of haul decrease. These points are raised only in analyzing the use of 
a rate based on pounds alone, as proposed, and are not intended to 
resolve the many varying thoughts on proper cost-allocation methods. 

Two additional points in Nir. Hinshaw’s testimony require brief 
note here. In the transcript, page 377, line 21, he refers to the revenue 
yield per passenger-mile on a passenger ticket. From the CAB 
recurrent reports for calendar year 1950 the average revenue per 
passenger-mile is 5.54 cents for afl the trunk airlines and 5.46 cents for 
all the local service carriers. 

On Page 382 of the transcript, lines 13 to 23, the transportation 
charges for surface and air mail are not clearly recorded. Table 98 
of the 1950 CAB shows the following: 


Expense in transportation and distribution in transit 





| Expense per | Expense per | Expense per 
price pound | pound mile 





| 
| 
| | 
First-class (surface mail) - - ene) | 4 e 0. 0363 
Domestic air mail (letters and cards)_-.--....--------------- 5.951 | 59. 113 . 1298 


Cents Cents 


If ‘“‘Distribution in Transit’? expense is deducted from the above- 
combined expense, the remaining ““Transportation”’ expense becomes: 
(See appendix III for computations.) 


| Expense per | Expense per | Expense per 
piece pound pound mile 


Cents | Cents | Cents 
First class (surface mail r ms | 0. 251 | 12. 555 | 0.0261 
Domestic air mail (letters and cards) --- ; 5. 853 156. 489 | , 
I | 
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The latter tabulation shows that the “Transportation” expenditures 
per piece of first-class surface mail are about one-third cent, while 
that for first-class air mail are just under 6 cents, or a ratio of 1 to 
16%. 

The corresponding ratio of “Transportation” expenditures per pound 
is about 1 to 12), the change in ratio being due to the greater number 
of pieces per pound of first-class surface mail; and to the ratio on a 
pound-mile comparison is 1 to 4.9. 

I must insert in there, Mr. Chairman, a note that that first ratio, 
1 to 16%, is a statistical fact which is correct as shown, but the piece 
of air mail travels about 2% times as far as a piece of surface mail. 
Therefore the 16% should really be divided by that ratio to bring it 
down to about 1 to 6% if the same distances were considered. That 
1 to 6% could be still further modified by the fact that the revenue 
per piece of air mail is about twice that per piece of surface mail. 

That same revision applies to the next ratio of 1 to 12. It really 
should be modified to be compared on the same distance-carried basis. 

The methods and justification of expense allocations used in the 
cost-ascertainment report were not investigated. As Representative 
Hinshaw stated—transcript, pages 382 and 383—such comparisons 
are subject to many qualifications and considerations of relative speeds 
of the services, different lengths of haul, et cetera. 

Representative Hinshaw has likened his proposed mail-pay rate on 
a poundage only basis to the postage charge for domestic air-mail 
letters where the cost to the public is the same regardless of distance. 
The Post Office Department, having all the mail traffic, can justifiably 
average out its short- and long-haul costs to arrive at an over-all 
rate that averages out these differences. 

Were all domestic air-mail traffic the monopoly of one airline, it too 
could well accept an over-all rat «that likewise averaged out the long 
and short haul and the high- an «low-load variations of cost. Such 
a conditiou does not exist, of course, and individual costs per pound 
handled vary greatly. 

These traffic ee for individual or classes of airlines may be com- 
pared in table A, attached. While the computed mail pay under 
Representative Hinshaw’s proposal—and the resulting rate transposed 
to a ton-mile basis—vary appreciably from the actual amounts re- 
ceived, which combine compensatory and any subsidy payments in the 
one amount shown, it is worthy of study to compare the results for 
groups of carriers. 

The shortest haul, lowest-load enplaned carriers receive the highest 
rate under his proposal. This is justified, Representative Hinshaw 
notes, and is an automatic feature of his method. Whether this 
feature works out equitably for each individual carrier is a matter for 
the interested parties to determine, the scope of this report being 
limited only to presenting the factual data and a brief technical analy- 
sis thereof. 

The next page is the table A referred to in the text. Only a few 
comments are necessary on that table, Mr. Chairman. I believe it is 
self-explanatory. 

(Table A is as follows:) 
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Mr. Werumsutuer. The basic data for each airline have been worked 
out in the first three columns. Mail rates as proposed by Mr. Hin- 
shaw are in the fourth column. The tentative compensatory mail 
pay is the next column and is called tentative because it does not yet 
take into account the adjustment for the minimum loads ‘enplaned. 

The next column shows departures. The next two columns com- 
bined under one heading figure out the pounds of mail enplaned per 
departure. The large airlines are around 100 pounds of mail per 
plane per depatrure. 

As you go down the list, the average loads enplaned become smaller. 
Again I must state that that average load enplaned is a yearly aver- 
age, whereas I understand Mr. Hinshaw’s application of the 25- 
pound minimum would be applied to each individual flight. 

The compensatory mail pay as shown is the resulting pay that 
combines the rate and the minimum mail load factors. 

The next column of actual mail pay, again the actual mail pay 
combines both the compensatory and any subsidy that may be paid 
the airlines, so it is not directly comparable to the compensatory 
mail pay. Each time’it has been mentioned I have tried to qualify 
the actual mail pay to sbow what it actually contains to prevent false 
comparison. 

However, the difference between those two is the third from the last 
column. Something in that category would be the amounts which 
the CAB would be called upon to determine for each airline and pay 
as subsidy or as promotional additional pay. 

For comparison, the compensatory mail pay worked out under 
Representative Hinshaw’s proposals have been transposed to the 
equivalent pay per ton-mile, which is the next tothe last column. It is 
compared with the actual mail pay per ton-mile in the very las! 
column. 

I think the table is subject to detailed examination, Mr. Chairman, 
by the interested parties. There are quite a few figures on there. 

The CHarrMan. I don’t understand the next to the last column, 
compensatory mail pay per ton-mile. 

Mr. WerHMILLER. The compensatory mail pay in the fifth from the 
last column is the way it works out under Representative Hinshaw’s 
proposal. If you divide that pay by the ton-miles, you see how it 
works out per ton-mile under his proposal, although his proposal is 
basically determined by the number of pounds. 

In other words, it is a transposition of his system based on pounds to 
unit figures per ton-mile, in order to compare them with the ton-mile 
rates they are now getting. 

The Cuarrman. Why have you numbered that next to the last 
column ‘“3’’? Does it have a relationship to the first 3? 

Mr. Wetumiuuer. Yes, sir. The No. 3 footnote says ‘as pro- 
posed by Representative Hinshaw.” There is a page of footnotes 
following this table, which is attached to the table, and explains that 
any column with the figure ‘3” at the head is the result under Repre- 
sentative Hinshaw’s proposal as distinguished from other results. 

The CuarrMan. Do you have a total here any place? 

Mr. Wernumiuier. Yes, sir. Total compensatory mail pay under 
Representative Hinshaw’s proposal will be that at the bottom of the 
fifth from the last column, namely, $51,691,112. 

The CuarrMan. You included the helicopter air services? 
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Mr. WEIHMILLER. Yes, sir. 

The Cuarrman. Do you think that if Mr. Hinshaw intended that 
the helicopter service, be included he was going to pay them a rate 
per pound for the amount of mail that was given to them, even though 
they flew just a few miles? 

Mr. Werumi.ier. I don’t recall that that was clearly stated in his 
testimony either one way or the other. 

The CHarrMan. It is not a large item. I don’t believe that the 
Congressman would figure that a local service such as that, flying just 
a very few mules, a delivery service, would be entitled to the same 
treatment as an airline service. 

Mr. Wertumi.tuier. The totals for the helicopters are in the next to 
the last bottom line. They could easily be deducted. 

The Cuarrman. It is not a large item. You have it identified. 

Mr. Werumitier. This is more for study. I included all the do- 
mestic air-mail services here for two reasons: one, to be completely 
covered, and two, because statistically many of the statistics are 
totaled for the local service and helicopter services together. 

The CuarrmMan. Congressman, do you have any comments or ob- 
servations? 

Mr. Hinsuaw. In connection with the last statement, Mr. Chair- 
man, I had not considered any helicopter service. It makes a differ- 
ence of approximately $3,000,000, a little less, I believe. 

The CuarrMan. Three and a half million dollars total. 

Mr. Hinsuaw. When the actual mail pay received is deducted 
therefrom it makes a difference of some $3,000,000, or close to that 
figure. 

I am glad to see what the figures would be in connection with heli- 
copter service, how they would work out, but they were not considered 
in my testimony. 

The Cuarrman. I did not suppose that they were, because it would 
seem that that would be a false application of your proposal, when we 
know it is to be just a few miles haul, to pay them such a high rate. 

Mr. Hinsuaw. This report has been very carefully worked out by 
Mr. Weihmiller. We have had a brief conference on it in the mean- 
time. I would be very happy to give it all the study that I can af- 
ford, which is not too much. If I have any criticism, which I would 
doubt, I would be glad to transmit it to the committee. 

The CuarrmMan. Mr. Sweeney has handed me a memorandum pre- 
pared by him, a very brief comment on your formula, in which he 
states: 

In my opinion the compensatory mail rates suggested by Congressman Hin- 
shaw are too high, that is, 25 cents per pound of mail enplaned for the Big Five, 
and 50 cents a pound for other domestic carriers. 

If we assume that the Big Four should be paid a rate that is equivalent to 45 
cents a ton-mile for their entire operation the rate for these carriers under the 
Hinshaw formula should be 18.6 cents per pound of mail enplaned. The Hin- 
shaw formula with 20 cents a pound for mail enplaned produces “rough justice” 
for all carriers if the minimum mail load per departure is raised to 50 pounds. 
It is ‘rough justice’ in that the feeder carriers would receive considerably more 
than under the 84 cents a ton-mile rate in 8. 1657 and the Big Four would receive 
exactly the same as 45 cents a ton-mile. 


The rather startling fact about the Hinshaw proposal is that it does 
get as close to the agreed upon and justified rates as it does. That 
is, it is startling to me. 
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Mr. Hinsnaw. Mr. Chairman, may [ point out that my reason for 
including any minimum at all was because in reading the Ernst «& 
Ernst report sent to me by Mr. Sweeney some time ago, I found some- 
thing like a 100 pound minimum load was figured for the smaller 
carriers. 

The CuarrmMan. That is right. 

Mr. Hinsuaw. Actually in the course of my testimony I made a 
slight error in calculation, just by 100 percent, that is all, in figuring 
what the cost per stop would be. A $25 per stop it w ould mean 2 
50-pound minimum instead of a 25-pound minimum. 

I am not wedded to any of my figures. My only purpose in present- 
ing the figures was to indicate that a poundage rate, that is a pound 
emplaned rate, could be just about as accurate as any other rate. 

If it were figured on that basis the short-haul carriers would obtain 
an advantage in the ton-mile costs which is commensurate, perhaps 
and the study should indicate whether it is or not—with their addi- 
tional costs due to their short-haul short-stop characteristics, whereas 
the larger carriers would receive a correspondingly lower rate based 
upon their longer haul. 

I note in Mr. Weihmiller’s computation that there is a very wide 
variation between the average haul in miles as contained in table 3 
among the Big Five carriers. It shows that TWA has a haul of 
1,031.8 miles, and the lowest average haul for Eastern at 515. That is 
a ratio of 2 to 1. 

It indicates quite clearly an important difference in the character of 
the operations of the two airlines. As Mr. Weihmiller has said in his 
statement that he has just presented, there might be a combination of 
two methods worked out, a combination which would result in a 
block to block or a block basis for the payment of air-mail pay. 

The CuarrMan. That is the proposal of Mr. Carmichael, except 
that he suggested a complete block to block basis. 

Mr. Hinsuaw. That is used of course by the American Railway 
Express System in the handling of their transportation of goods. A 
similar set-up is established in the Post Office Department for parce! 
post. I has certain characteristics which might be applied here. The 
main object in my presenting testimony the other day was in the hope 
that there might be found a simpler way to arrive at this mail-pay 
formula, and also in the handling of it as between the carriers, the 
CAB, and the Post Office Department, and one that would not involve 
so much accounting and so much variation in statistics and so forth 
as is now involved as between the two 

Mr. Weihmiller quite naturally has used the cost ascertainment 
report of the Post Office Department, which as he points out applies 
to a fiscal year, and this statement which he has prepared applies to a 
calendar year. 

I note a considerable variation from this calendar year that is 
chosen—calendar year 1950—and the preceding calendar year as well 
as another difference between those two and the cost ascertainment 
report. In other words, it is very difficult to take the statistics for 
any one given period of time and to compare them with the statistics 
for another given period of time, even though it may overlap, because 
there are such wide variations, and in fact increases, in the amount 
of transportation of air mail performed. 

I think Mr. Weihmiller has made a very fine presentation. He has 
presented all the figures that I would have liked to have had the time 
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to present, if I could have done so. They are worthy of a great deal 
of study. I intend to give them that study. 

If I can come up with anything that might add to the general sum 
total of all that we are trying to find out in both the committees of the 
Senate and the House I will be glad to present it. 

The CuarrMan. I understood your reasons for the presentation. 
The reason they were attractive to me was their simplicity. 

Mr. Weihmiller, however, points out one very great problem, it 
seems to me, and that is where mail is transferred. A ton of mail 
might be transferred three times across the continent from one airline 
to another, and each time it would have to be treated as a new enplane- 
ment of mail. That is one of the difficulties with your formula as I 
see it. 

Mr. Hrnsuaw. Yes. It is also one of the difficulties that is pres- 
ently being approached, I suppose, and that is the reason that you 
have very different rates for different carriers, and each one would 
carry that piece of mail or package of mail a different distance. 

The CuarrMan. That is right. It seems to me it offers difficulties 
to the block system proposed by Mr. Carmichael, if I understand his 
block system correctly. Mr. Carmichael pointed out that Capital 
Airlines has a greater cost than the Big Four airlines, yet Capital 
carries mail between Washington and Chicago. If Capital is going to 
be compensated on the basis of actual cost they will have to have a 
different rate than any one of the Big Four between Washington and 
Chicago. 

Then if they carry mail destined for California from Washington 
to Chicago, and then it is transferred to another plane, you would 
run into that same difficulty. 

Mr. Hinsoaw. The same thing occurs when you pay one airline 
to carry mail a part of the way, you pay it at a different rate than you 
pay the other line that carries it the rest of the way. I don’t know 
that it makes too much difference. 

The CuarrmMan. That is a fact, of course. 

Mr. Carmichael was complaining about it because he said that the 
Post Office would be compelled to ship the mail over the airline that 
carried it the cheapest. He said that would be their duty to do that. 

Mr. Hinsuaw. That would be true if these charges were made 
directly to the Post Office Department by the several carriers. On 
the other hand, if an over-all charge were to be made by the Civil 
Aeronautics Board—made to the Civil Aeronautics Board, and the 
Civil Aeronautics Board in turn made the mail payments to the various 
carriers, it might be something different again. It would obviate the 
thought that he has, I would think. 

The CnairMan. I introduced one other bill, Senate bill 1870, by 
request. There is this provision in it: 

The Postmaster General shall not delay the expeditious handling of the mail or 
withhold mail from an air carrier because the rate for the transportation of mail 


payable to such air carrier may be higher than the rate payable to a competing 
carrier. 


That of course requires the Post Office Department, regardless of 
the rates to be paid the carrier, to give the mail to the first plane out 
or, under their present rule, where a plane is within the hour, to give 
it to that plane. 
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Mr. Hinsnaw. Is it not true that the Post Office Department pays 
different carriers different rates at the present time and nevertheless 
does not discriminate between the carriers? 

The Cuatrman. They do not discriminate with air carriers, but 
the subsidy is included. If they pay less for mail they have to pay 
more for subsidy. So they have practically the same rate to all 
carriers. It does not make any difference. If they patronize the low- 
rate carrier then they have to give the high-rate carrier more subsidy 
and it amounts to the same thing in the long run. It does not save the 
Treasury anything, it does not save the Post Office anything. 

If the two were separated and the Post Office Department only 
paid for the postal transportation, then you would have an entirely 
different situation. The Post Office Department could save the Post 
Office money by transporting their mail on the lower-rate carrier. 

The purpose of that proviso is to require the Post Office Depart- 
ment, regardless of the rate of postal pay, to divide the mail with the 
carriers on the basis of expeditious handling of the mail. 

Mr. Hinsuaw. I do not like to engage in a debate with the Chair- 
man, and this is not the time and place to do it, but I only want to 
suggest that the Chairman’s bill, which provides different rates for 
different carriers, would have the same effect, so far as the Post Office 
is concerned, as would the pound rate or any other rate charged where 
there was a difference between one class of carrier and another. 

The CHarrMan. That is exactly correct. 

Mr. Hinsuaw. Of course, I do not think we want the Post Office 
Department to engage in the business of giving mail to a carrier just 
because it happens to be the cheapest carrier in cents per ton-mile 
or any other figure. What we are after is a postal service that is 
interested in the convenience of the people of the United States, 
regardless of where the mail goes. We do that in star route proceed- 
ings, certainly as far as country routes are concerned. 

In the Post Office Department itself we do not ask them whether 
the cost per pound on a star route is more or less than it is on a cit) 
delivery. We put a three-cent stamp on the mail and send it out 
anyway. 

The Cuarrman. That of course is correct. The witness pointed 
out this morning that on some of the star routes we undoubtedly 
pay as much as $100 a ton-mile for the transportation of mail. 

I don’t know whether those figures are accurate or not but I would 
presume that they are. A star route is put up for bids and knocked 
down to the lowest bidder. He is given a contract for 4 years to 
carry the mail at the figure that he bid. He has to put up bond 
that he will carry the mail for that 4 years and fulfill his contract. 

You have stated, Mr. Congressman, the general policy of the 
Post Office Department. They maintain many post offices through- 
out the country that do not pay their way. But it does give service 
to the people nevertheless. 

Mr. Weihmiller, do you have anything further to add? 

Mr. WrIHMILLER. Just to comment for the record that the page 
following the table is entitled ‘Footnotes to table A,’’ and should be 
a part of the record and the report. 

I am wondering if you want to include what I call appendixes l, 
2, and 3. One is a list of corrections to the transcript, 2 and 3 are 
detailed calculations which are included to fortify the checking of 
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Representative Hinshaw’s figures in his testimony. Those three 
appendixes could be deleted without detracting from the record. 

The CHarrMAN. We want those statements you just referred to to 
go in the record. 

Mr. WereaMiLuer. Including the appendix 1? 

The CHarrMAN. Yes. 

(The appendixes are as follows:) 


APPENDIX | 


Corrections and revisions applied to the “Report of Proceedings—volume 5 
Hearings held before Committee on Interstate and Foreign Commerce, United 
States Senate, June 29, 1951’’ on Separation of Air Mail Pay from Subsidy, 
S. 426, 8. 535, S. 1137, and 8. 1657: 

Page 365, second line: “‘towns’”’ should read “‘pounds’’. 

Page 365, third line: ‘138 million pounds” should read ‘438 million pounds’’. 

Page 366, nineteenth line: ‘‘unloading”’ should read ‘‘onloading’’ 

Page 366, fourth line from bottom: In the separate copy of ‘Air Mail Carrier 
Compensation”’ referred to, the last footnote: ‘‘$25 regardless of distance carried’’ 
should read ‘$12.50 regardless of distance carried’’. 

Page 367, second line: “‘50 cents per ton” should read ‘50 cents per ton-mile.”’ 

Page 367, ninth line: ‘“‘all mail’’ should read ‘“‘air mail’’. 

Page 368, tenth line: “100 mile carriage’? should read ‘‘100 pound carriage’’. 

Page 368, eleventh line: ‘‘$100” should read ‘‘100 pounds’’. 

Page 368, twelfth line: ‘‘$25’’ should read ‘'$12.50”’. 

Pahe 368, thirteenth line: ‘$25’ should read ‘‘$12.50’’. 

Page 368, fourteenth line: Delete entire sentence starting “If you cut 

Page 368, eighteenth line: ‘““CB-—240” should read ‘‘CV—240”’. 

Page 382, sixteenth line: ‘‘mail surface” should read ‘‘surface mail’’. 


APPENDIX 2 
Comparisons of first-class surface mail and “first class” air mail unit revenues and 
expenditures, fiscal year 1950! 


First class 
Item | surface mail 
(nonlocal) 


“First class’’ 
air mail 


REVENUE PER PIECE 


Letters and packages. -. .-- sei is ; | 028, 744 
Government post cards oat : : $18, 406, 221 
Private post cards ; 7 a ‘ 349, 990 

Total ? ; = 4 ; ; 784, 955 915, 993 
Number of pieces 603, 177 3, 096, 160 
Revenue per piece (computed) - ; $0. 0320 $0. 0723 


| 
| 
| 


EXPENDITURE PER PIECE 


Letters and packages oe | $379,320, 294 
| Government post cards cos $52, 689, 200 
Private post cards __. a $17, 688, 367 


, : $449, 697, 951 $81, 887, 293 
Number of pieces 7 15, 665, 603, 177 843, 096, 160 

| Expenditure per piece (computed) ; $0. 0287 $0. 0971 

REVENUE PER POUND 
| Total (see above) $500, 784, 955 $60, 915, 993 
| Number of pounds 437, 803, 178 31, 511, 411 
Revenue per pound (computed) $1.14 $1. 9331 
EXPENDITURE PER POUND 


| Total (see above) : 697, 951 $81, 887, 293 
| Number of pounds , 803, 178 31, 511, 411 
Expenditure per pound (computed) $1. 03 $2. 60 


‘Source of basic data: Post Office Department Cost Ascertainment Report, with appendix for fiscal 
year 1950, 
* Excluding “‘Business reply mail fees. 
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APPENDIX 3 


Transportation expenditures for first-class surface mail and “‘first-class’’ air mail, 


Refer- | 
ence: | 
Car! | 


Table 


fiscal year 1950 





Firs-class _ 
surface mail 
(nonlocal) 


“First-class"’ 
air mail 


No. 


97 | Transportation and distribution in transit expenditures___.___- $76, 355, 581 $50, 171, 2 


61 | Less: Mail distribution space expenditures__-___- 41, 389, 944 826, 992 


Transportation eupemditures.... .. -.. 0.22.52 c ceo e ce. 54, 965, 637 | 


| Se est 


Total number of pieces: ? | 
Letters and packages | 13, 189, 982, 077 33, 792, 635 
Government postal cards. ........................ 1, 840, 622, 100 | 6, 425, 
Private mailing post cards -- 








-.| 634, 999, 000 | 2, 878, 


Total pieces --| 15, 665, 603, 177 | 843, 096, 16 
Transportation expenditures per piece (cents) eh endear 0 351 | 5 


Total number of pounds: ? 
Letters and packages BR et 422, 758, 524 | 
CIE RE OIE. 6 bc ccacnecncsmnapecccascsctensl 10, 481, 877 
Private mailing post cards__..--..-.- oi 4 562, 876 | | 


Total pounds al ar os | \ 
Transportation expenditures per pound (cents) _- 


| Total pound-miles: ? 
Letters and packages : 2, 740, 212 


Postal and post cards iuckbakwetuadihaatuethsreethadenwoteeaeie oe 009, 202 


Total pound-miles 210, 207, 817, 756 | 38, 663, 749, 504 


Transportation expenditures per pound-mile (cents) - - - joe 0. 0261 | 0. 1276 


' Source of basic data: P. O. Dept. “Cost Ascertainment aR With ‘join sisi Fiscal Year 1950 
2 Nonlocal delivery. 


The CuarrMan. I understand that you have some other tables 
We do not want to burden the record with them now, but they ought to 
be made available to Congressman Hinshaw for his further study 
We will have them as a part of the printed record. (The tables appear 
at p. 755.) 

Mr. Wertumitier. Thank you very much, Mr. Chairman. It has 
been a pleasure to work with you and your committee. 

The CuarrMan. Thank you. We appreciate your fine services. 

Tomorrow we will hear Mr. C. E. Woolman, president of Delta 
Air Lines, and Mr. Stanley Gewirtz, representing Americans for 
Democratic Action. That will be at 10 o’clock tomorrow morning. 

The hearing is recessed at this time until 10 o’clock tomorrow. 

(Thereupon, at 12:05 p. m., a recess was taken until Friday, July 
20, 1951, at 10 a. m.) 
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FRIDAY, JULY 20, 1951 


Unitep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
Committee Room, Room G-—16, United States Capitol, Senator 
Edwin C. Johnson (chairman) presiding. 

Present: Senator Johnson (chairman). 

Also present: Edward C. Sweeney, Professional Staff Member and 
Mr. Williams, appearing on behalf of Senator Williams. 

The Cuarrman. The committee will please come to order. 

Mr. Woolman, president of Delta Air Lines is the first witness. 
You may be seated and make yourself comfortable. 


STATEMENT OF C. E. WOOLMAN, PRESIDENT, DELTA AIR LINES 


Mr. Wootman. Thank you, sir. 

The CHarrMAN. Proceed in your own way, sir 

Mr. Wootman. Mr. Chairman, and members of the committee: 

I am C. E. Woolman, president and general manager of er Air 
Lines, Inc., a Louisiana corporation with headquarters it in Atlanta, 
Ga. For over 26 years I have been active in the diana ment of 
Delta Air Lines and its predecessor companies and have been inti- 
mately associated with the air line industry since its inception. 

Delta Air Lines is in accord with your efforts to segregate subsidy 
from air mail pay. We are confident that, when this has been ac- 
complished, it will be obvious to the public that the subsidy portion 
of the payments received by the certificated trunk line carriers will 
be comparatively insignificant when consideration is given to the 
accomplishment of these expenditures in developing the greatest air 
line system in the world, which has and is contributing so much to 
our national security and the commercial and social life of our nation. 

Except for the bill sponsored by the Air Transport Association, we 
believe that, of the various bills which have been proposed to accom- 
plish subsidy separation, Senate bill 1657 is to be preferred. We 
suggest, however, that air mail rates should be the same for all air 
mail carriers and should give consideration to the type of work per- 
formed. 

Senate bill 1657 directs the Postmaster General to pay air carriers 
for the transportation of air mail at a base rate per ton mile. It then 
provides that regional or secondary air carriers shall be paid at 150 
percent of this base rate and local service or feeder air carriers shall 
be paid at 200 percent of this base rate. Delta Air Lines would 
undoubtedly be classified as a regional or secondary air carrier. 
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Delta operates a fleet of 33 aircraft: seven DC-6’s, six DC—4’s, 17 
DC-—3’s, and three C-47’s as cargo airplanes. 

Delta’s routes extend from Miami, Fla., north to Chicago, IIl.- 
from Charleston, S. C., west to Forth Worth, Tex.; and from Charles. 
ton, 5. C., to Chicago, serving in all 32 cities. 

Throughout the years, Delta has enjoyed an acknowledged repu- 
tation as the low-cost carrier. In fact, our costs compare very 
favorably with those of the so-called Big Four. We want to be able 
to compete with the larger airlines in seeking the business of the 
Post Office Department and we prefer that Congress not require 
the Postmaster General to pay us a rate which is higher than that of 
our competitors. 

If we were classified as a secondary carrier, some of the heaviest mail 
movements in which we now participate are between cities which 
would then be served at a lower rate by a competing carrier. If our 
rate is higher than our competitors, the Post Office Department will 
naturally send the volume mail at the lowest rate even though our 
flights might be first to arrive. 

We would be denied participation in the long-haul business and 
would be forced to survive on the more costly, short-haul, low-volume 
business. We do not want to be deprived of the opport unity to carry 
the long-haul mail any more than we want to arbitrarily limit our 
long-haul movements of freight. 

It is generally known that it costs more per pound to carry ten pounds 
of mail 100 miles than it costs per pound to carry 1,000 pounds of 
mail 1,000 miles. The difference between Delta and its larger com- 
petitors is not that Delta is unable to provide a given service for the 
same price. The distinction between us, with respect to the carriage 
of mail, is that the Post Office gives us much less business in smaller 
packages, and the business we do get is for a much shorter haul. 

[t is our opinion that the difference in size of the various carriers is 
not as important as consideration of short haul, low volume, small 
package transportation as compared to long haul, high volume trans- 
portation. For the long haul, high volume transportation of mail. 
our rates should be comparable to those of the Big Four. 

For short haul, low volume, small package transportation, rates 
should reflect the difference in cost of such service for all carriers. al- 
though this differential is more vital to the regional carrier. The lack 
of volume is in our opinion the greatest handicap of the smaller lines. 

Many of the witnesses before you have said that mail rates should be 
compared to passenger rates, and this thought appears in Senate bill 
1657. If the carriage of mail resembles any of the other services per- 
formed by an air carrier, it is the transportation of air freight, but the 
air mail rate should be higher than the air freight rate, for the carrier 
must give mail priority over air freight and over air express and passen- 
gers as well. 

In addition, the carrier may be, and sometimes is, required to pro- 
vide schedules to meet the convenience of the Post Office Department. 
Furthermore, there are substantia] penalties for mishandling of air 
mail. 

Because air freight rates are computed at a rate of about 20 cents 
per ton-mile, many people seem to assume that air freight rates are, 
therefore, about one-third of the rate for the carriage of passengers 
and are much below current rates for the carriage of mail. This as- 





sumpti 
paratiy 
short 
per tor 
For 
must p 
A 
miles e 
less is a 
Simi 
of 1001 
Depart 
tion of 
As ti 
short-h 
of one 
average 
pound 
Ther 
pouche 
pouche 
mile, w 
mail pa 
each pc 
If th: 
Depart: 
to sing! 
$2.18 p 
Our 
carryin, 
did at « 
ton mil 
In an 
to the 
party o 
which, 
short h 
identice 
These 
should | 
be a mi 
ment. 
Cons 
can con 
this will 
rates fo 
carriers 
the best 
The ; 
pound | 
one. H 
classes 
Hinshay 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 507 


sumption is invalid. Air freight rates were designed to attract com- 
paratively large shipments of goods on a nonpriority basis, and for 
short hauls and small shipments the rate is often many times 20 cents 
per ton-mile. 

For example, one who wishes to ship a small parcel of air freight 
must pay the rate for a 25-pound shipment with a minimum charge of 
$3. Thus, he must pay $3 to ship a small package a distance of 100 
miles even though the rate for an 800-mile shipment of 25 pounds or 
less is also $3. 

Similarly, the rate for shipping 1 pound or 140 pounds a distance 
of 100 miles is again $3. We cannot assume, then, that the Post Office 
Department is paying more than air freight rates for the transporta- 
tion of mail, except for comparatively heavy mail loads. 

As to how the Post Office Department would fare if it shipped its 
short-haul, low-volume business at air freight rates, we made a study 
of one of our flights for the month of May 1951. On this flight the 
average mail load was 104 pounds. This is slightly above the 100- 
pound minimum proposed by Senate bill 1657. 

There were 10,636 pounds of mail carried on this flight in 1,215 
pouches. ‘This is an average weight per pouch of 8.7 pounds. These 
pouches moved an average distance of 149 miles. At 63 cents a ton- 
mile, with a 100-pound minimum load on every trip segment, total 
mail pay for this flight would be $603, slightly less than 50 cents for 
each pouch. 

If this air mail had been carried as air freight, with the Post Office 
Department being given all the benefits of consolidation available 
to single shippers, Delta’s total revenue would have been $1,729, or 
$2.18 per ton-mile. 

Our studies indicate that we would have received more revenue 
carrying mail at air freight rates on all flights in May 1951 than we 
did at our present mail rate. This might indicate that 63 cents per 
ton mile is te than a compensatory rate for us. 

In any event, a flat ton mile rate for carrying mail without regard 
to the type of service performed is bound to be inequitable to one 
party or the other. It is our hope that you will establish standards 
which, by recognizing the inherent difference between long haul and 
short haul transportation, will give all carriers identical rates for 
identical services. 

These rates should be somewhat higher than air freight rates but 
should be based upon the same general considerations. There should 
be a minimum charge per shipment and a minimum weight per ship- 
ment. 

Consolidated rates should be permitted so that connecting carriers 
can compete with carriers having through rates. A system such as 
this will give to the Post Office Department all of the benefits of lower 
rates for high volume, long haul, traffic and, since the rates for all 
carriérs will be the same, will enable them to furnish the public with 
the best possible service between all points. 

The suggestion of Representative Hinshaw that a fixed rate per 
pound be paid regardless of distance flown is, in our opinion, a good 
one. However, this proposal also contains a differential between 
classes of carriers. This differential should be eliminated if Mr. 
Hinshaw’s proposal is adopted, for it would again result in the Post 
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Office Department sending its mail via the cheapest rate although 
more advantageous schedules were available. 

While Mr. Hinshaw’s proposal has the unusual virtue of simplicity, 
unfortunately rate making is not a simple subject and the uniform 
charge per pound for the carriage of mail does not make sufficient 
allowance for all of the different elements of cost and value involved 
in the movement of commodities. We believe that a system of rates 
evolved in accordance with our suggestions above would be fairer to 
the Government and to the carrier. 

We do not believe that Congress should establish actual rates }) 
legislation. 

Much has already been said about the provisions in Senate bill 1657 
which set the rates for the carriage of mail for a period of 3 years from 
next July. This method of establishing rates has the virtue of being a 
public pronouncement by Congress as to what a compensatory rate for 
the carriage of mail is. 

However, I hope you will agree with me that the rate for the 
carriage of mail should not be based on a flat rate per ton-mile. | 
think you should delegate to the Civil Aeronautics Board the task of 
establishing such a rate and it might be wise to give them a maximum 
length of time to complete the job. Once you have set the standards 
the Civil Aeronautics Board is to follow, you can always monitor the 
effectiveness- and dispatch with which the Board is performing its 
tasks. We feel that Congress itself should not assume the time- 
consuming and technical job of establishing rates for the carriage of 
air mail, 

There is another aspect of Senate bill 1657 which has disturbed us 
as well as many other witnesses: that is the requirement that the 
rates established by statute be fixed for a 3-year period. Some 
witnesses have maintained that this provision is unconstitutional 
and others have pointed out that it might result in unjust enrichment 
should the rates established prove to be too high. 

It should also be pointed out that the need for revision in the rates 
may not arise at 3-year intervals. It is possible, although unlikely, 
that rates established today would be fair and equitable 6 years from 
today. In such an event, an investigation by the CAB at 3-year 
intervals would be an unnec essary and expensive proceeding. 

In our opinion rates fixed today must be subject to change when 
they become either too high or too low. Passenger fares, air-express 
rates, and air-freight rates will all fluctuate in ‘the future with the 
economic cycle. We have been hearing since 1945 that our inflation 
is a temporary thing and prices will level off tomorrow. Whatever 
the future may hold, we all know that costs today are much higher 


than they were 5 years ago, or 2 years ago, or last year, and the cost of 


the carriage of mail to the Post Office Department should reflect eco- 
nomic changes just as much as the cost to them of purchasing any 
other service. 

We would, therefore, like to recommend that there be no fixed 
period during which compensatory air-mail rates are frozen. 

lam happy to say that, should conditions continue as they are now, 
Delta Air Lines will not have to avail itself of the provisions in Senat 
bill 1657 whereby carriers may apply for a subsidy. In fact, we we 
one of but six airlines which would have made a profit in 1950 with- 
out any mail pay. 
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Our present compensation for the carriage of air mail is about the 
same as proposed for us in Senate bill 1657, and we are confident that 
a rate established in the manner we suggest would result in our being 
self-sufficient at our present level of business. 

However, in 1946 two or three unfortunate accidents in the industry 

resulted in a temporary undermining of public confidence in air trans- 
portation with the result that airline business slumped while business 
generally was on the upswing. It may be possible that at some time 
in the future Delta Air Lines will have to ask for subsidy in order to 
support its services in the low-traffic-density area it serves. Conse- 
quently, 1 would like to comment briefly on the portion of the bill 
covering air-mail subsidy. 

We believe that the bill you recommend should provide that any 
subsidy received by an airline would be excluded from airline income 
for Federal income-tax purposes. Otherwise, the amount of subsidy 
required for a carrier would be fixed at an amount double the carrier’s 
actual retention: For every dollar appropriated for air-mail subsi- 
dies approximately 50 cents would be returned to the Federal Treasury 
as income taxes; or, to put it differently, each $1 retained by the car- 
rier would require an appropriation of $2. 

By excluding subsidies from taxable income, the task of the Civil 
Aeronautics Board would be simplified and appropriations for sub- 
sidies would represent the actual net cost to the Government for 
airline support. 

It was most gratifying to us to see that Senate bill 1657 recognized 
that public assistance to air carriers is actually assistance to com- 
munities who need good air-mail service but which do not have 
sufficient traffic potential to support airline service without assist- 
ance. We have, of course, continually maintained that air-mail 
subsidies are for the benefit of those who use air service, and for the 
many others for whom it renders a valuable stand-by service for 
emergencies. 

Your committee is aware of the difficulties in allocating subsidies 
to communities. An attempt to solve these problems has been made 
by Ernst & Ernst and their report is, for the most part, an excellent 
one. There are, however, certain weaknesses in their method of 
allocating subsidies to communities. 

In our opinion, the Ernst & Ernst study made a serious error in 
the method of allocating revenue received from passengers trans- 
ferring from one carrier to another. These revenues were credited 
to the point of transfer. This interline exchange business should 
not be considered in determining a community’s support or non- 
“pee of air transportation. 

‘or example, on Delta’s system the city of Dallas, Tex., would be 
given credit for $241,000 in passenger revenue in May 1951 under the 
Ernst & Ernst procedure, but Delta’s total sales of passenger tickets 
in Dallas for that month were only $131,000, with the remaining 
$109,000—45 percent of the total—representing connecting business 
delivered to Delta at Dallas but actually originating at some other 
point. One who relied upon profit-and-loss statements based upon any 
such allocation could be seriously misled. 

Some have made the assertion that we can eliminate the need for 
some airline subsidies by eliminating service to communities showing 
losses, and in a measure this is true. Several years ago we instituted 
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a survey of our system to determine to what extent this was true. Our 
studies indicated that elimination of a station which showed a loss of 
say $20,000 a year would not necessarily result in an equivalent in- 
crease in system profits. 

Under any approach, a very large percentage of total expenses are 
assigned to stations by allocations, and a large part of these allocable 
expenses vary only slightly with the addition or deletion of a station. 

If we eliminated one city, these general allocable expenses would 
only be spread over a small number of cities. For example, Delta’s 
station profit-and-loss statement for May 1951 developed a loss of 
$1,500 for Tyler, Tex., with originating revenue of $4,400 and expenses 
of $5,900. 

A detailed analysis was made of the effect which possible suspension 
of service at that point would bave on total operations. Even taking 
into account that only the originating traffic would be lost, and that 
revenue equivalent to that obtained from in-bound traffic would be 
retained, which is not the case, the system total profit would have 
been further reduced by $300 if service to Tyler had been suspended, 
because some $1,800 of the total $5,900 expenses allocated to Tyler 
would continue as expenses allocated to the remaining 31 stations 
served. 

Even though Tyler is classified as a loss station under the involved 
computations and allocations necessary in constructing a station 
profit-and-loss statement, Delta is in a better position financially with 
Tyler than without it. 

Therefore, if an attempt were made to reduce a ecarrier’s total 
subsidy requirement by eliminating unprofitable stations, the subsidy 
requirement might not be materially affected until service to all but 
the major cities on its route had been suspended and the over-all 
volume of transportation performed substantially reduced. 

In conclusion, may I summarize our views as follows: 

1. The legislation you recommend should provide that compensa- 
tory air-mail rates take into consideration the inherent difference 
between high volume, long haul and low volume, short haul transpor- 
tation and all carriers should be given identical rates for identical 
services. 

2. Actual rates should not be fixed by legislation. 

3. Compensatory rates must be subject to change when they become 
either too high or too low. They should not be fixed for any definite 
period 

4. Subsidies should not be included as income for income-tax 
purposes. 

5. The allocation of subsidies to communities should be approached 
cautiously lest unwarranted inferences be drawn. - 

6. The elimination of “loss’’ communities from a carrier’s route 
will not, in most cases, eliminate the loss. 

7. Volume should be provided on low-density routes either by the 
transportation of first-class mail or by weight-volume guaranties. 

We appreciate this opportunity to express our views. Thank you 

The CHarrMan. We are indebted to you, sir, for giving us the 
benefit of your experience and for the suggestions that you have made 
for the legislation that we are attempting to draw. We feel that you 
have rendered a public service by your appearance here today. 

Is there anything additional you care to say? 


Mr. 
thinki 
furthe 
would 
have | 
necess 
down 

The 

Mr. 

The 
recorc 
Airlin 

I ha 
and ha 
time oO! 

How 
recoml 
I have 
brough 
a very 
in legis 

We 


perfect 


We 
recor 
a cop 


$1 


Th 
the ¢ 
of an 
able 
payn 
tion. 
syste 
Act 
succe 
ment 

Cc 
esser 
sepa 
undt 

On 
port 
to ti 
serv 
Mr. 
repe 
outl 

1. 
cont 





Our 


s of 
In- 


are 
able 
ion. 
ruld 
ita’s 
s of 
nses 


sion 
cing 
that 
1 be 
ave 
ded, 
vler 
ions 


ved 
tion 
with 


otal 
sidy 

but 
r-all 


nsa- 
ence 
por- 
tical 


ome 
inite 
tax 
ched 
oute 
the 
you 
the 


nade 
you 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 511 


Mr. Woouman. I think basically, Senator, that this covers our 
thinking on the problem. I could give many illustrations that would 
further simply support the statements that I have made here, that 
would be only a further spelling out of what I have said. What I 
have endeavored to do was to not utilize more of your time than 
necessary in order to get the basic facts across as we have boiled it 
down to what we think is the essence of the problem. 

The CuarrRMAN. Yes. We appreciate that. Thank you very much. 

Mr. Wooiman. Thank you, sir. 

The CHarirman. Without objection, there will be inserted in the 
record at this time a statement from the president of Mid-Continent 
Airlines. I shall read it. 

I have reviewed the testimony before your committee on subsidy separation 
and have concluded that there would be nothing gained by my taking up the 
time of your committee in further oral testimony. 

However, I am attaching a statement setting forth certain observations and 
recommendations with respect to such legislation. In preparing this statement, 
I have avoided repetition of a great deal of Cetril which has previously been 
brought to the attention of the committee, and have attempted merely to present 
a very brief outline of principles which I sincerely believe should be embodied 
in legislation to be recommended by your committee. 

We appreciate greatly the sincere efforts of yourself and your committee to 
perfect legislation on this important and complex subject. 

Sincerely yours, 
J. W. Mitier, President. 

We will make an insertion of his observations at that point in the 
record. We have copies of his statement, if any of you here want 
a COpy. 


STATEMENT OF J. W. MILLER, PRESIDENT AND GENERAL 
MANAGER OF MID-CONTINENT AIRLINES, INC. 


The purpose of each of the above bills now under consideration by 
the committee is to require and accomplish separate determinations 
of amounts paid by the Government to the airlines as fair and reason- 
able compensation for the transportation of mail and the subsidy 
payments to assure continuation and development of air transporta- 
tion. The rapid development and expansion of the air-transport 
system during the 13 vears since enactment of the Civil Aeronautics 
Act of 1938, at a relatively low cost to the Government, attests the 
success of those provisions of the act relating to compensation pay~- 
ments to the carriers. 

Consequently, I am not fully convinced that subsidy separation is 
essential or wise at this time. However, I am not opposed to such 
separation if it can be fairly and reasonably accomplished without 
undue and costly burden to the carriers and to the Government. 

On July 9, Mr. Stuart G. Tipton, general counsel for the Air Trans- 
port Association of America, presented the industry views with respect 
to these bills as they would apply to the domestic transportation 
service. I am generally in agreement with the views expressed in 
Mr. Tipton’s written statement, and consequently will not herein 
repeat lengthy discussions of the points involved. However, I am 
outlining very briefly below our position on these various items. 

1. Mail rates should not be fixed by statute, nor should the statute 
contain any specific formulas for determination of rates or maximum 
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rates. The determination of rates is an administrative function and 
responsibility therefor, as well as for determination of the elements 
to be considered in fixing at any rate, should remain with the Civ’! 
Aeronautics Board. 

Determination of a fair and reasonable rate for any single carrier 
or any group of carriers demands careful study of the different elements 
as they apply to the particular carrier or group, and all parties con- 
cerned are entitled to a fair hearing prior to such determination. 
A statutory provision fixing maximum rates is entirely unnecessary 
and in some cases might actually destroy the underlying principle of 
fairness and reasonableness, thus leading to long and costly court 
proceedings. 

2. Mail rates should not be required by statute to be fixed for definite 
periods of time. The air carriers are greatly affected by changing 
economic conditions, technological developments, route revisions, et 
cetera, and neither such changes nor their effect upon the carriers 
can be accurately anticipated far in advance. For the protection 
of both the Government and the carriers, and for the purpose of 
avoiding unnecessary costly actin rates determined by the Board 
should remain in effect indefinitely, subject to revision at any time 
after hearings initiated by either the Board or the carrier. 

The above comments with respect to the fixing of mail rates, the 
definition of maximum mail rates and the establishment of definite 
periods of effectiveness of mail rates are equally applicable with respect 
to subsidy payments for the continued development and support of 
an adequate air-transport system. Subsidy rates should be deter- 
mined by the Board after ‘due hearing without specific statutory 
restriction as to maximum rates or payments, and should be of in- 
definite duration subject to modification at any time after further 
hearings. 

4. So long as any carrier holds a valid certificate authorizing it to 
transport mail by air between specified points, the Government should 
be obligated to make such subsidy payments as are reasonably re- 
quired to enable the carrier to provide the authorized service. The 
Board should not be authorized or empowered to deny subsidy pay- 
ments to any carrier to the extent that such action would effectively 
force the carrier to discontinue all or any part of its services which 
have been determined to be required in the interest of public conven- 
ience and necessity. 

Carriers whose operations require subsidy support necessarily op- 
erate upon a very narrow profit margin. Complete or substantial 
denial of reasonable subsidy payments to such carriers would finan- 
cially wreck those carriers and might well be determined to be con- 
fiscatory. Such denial would be contrary to the public interest since 
it would be extremely unfair to investors who had supplied capital to 
the carriers affected, would make it impossible for those carriers to 
obtain additional capital for development and improvement of their 
services and would effectively deny to the public service which had 
been determined to be necessary. 

5. The community approach with respect to justification of sub- 
sidy payments has considerable merit, but it is also subject to certain 
objections, some of which are enumerated below: 
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(a) It places upon those communities served the burden of bear- 
ing the entire subsidy, although a portion thereof represents the cost 
of development of a ‘Nation-wide system adequate to serve the needs 
of the national defense, the national commerce, and the postal service. 

(b) It requires allocation of the major portion of costs of the car- 
rier upon arbitrary bases, so that the results obtained cannot be 
relied upon as reasonably accurate. 

(c) It would probably result in participation of many of the cities 
in subsidy-rate hearings for the purpose of protecting their interests, 
particularly if the Board were authorized to de ny subsidy payment for 
service to any community. This would naturally complic ate and 
prolong the hearings at heavy cost burdens to all parties concerned. 
Furthermore, the inaccurate and misleading, loss figures developed 
for the respective communities would lead to wrangling and might 
result in unjustified discontinuance of service to some communities. 

(d) It would place a costly burden upon the carriers because of the 
complicated accounting, allocation, and reporting requirements. 

6. Mechanical procedures to accomplish the separation must be 
relatively simple in order that the air carriers shall not be subjected 
to unduly burdensome and costly accounting and reporting require- 
ments. Any requirement that the mail rates shall be determined 
upon the basis of cost of providing services rendered would result in 
an extremely heavy burden estimated to add millions of dollars to 
carrier costs each year. Presumably such a basis would also add con- 
siderably to expenses of the Board so that the aggregate costs would 
represent a staggering amount. The cost figures so developed would 
be completely unreliable and inadequate as a basis for determining 
rates. 

If so-called subsidy payments truly represent subsidies, such 
payments should not be subjected to income and excess-profits tax 
levies. Subjection to such taxes would merely result in erroneous 
over-statements as to the actual cost of subsidies to the Government. 
The right of the Board to modify subsidy rates would be adequate 
protection against excessive payments to the carriers. However, I 
am not certain that it would be appropriate to provide for such exemp- 
tion in the subsidy separation bill. 

After careful study of all bills submitted for consideration to date, 
and in view of the statements and facts submitted herein and by Mr. 
Tipton, the committee is strongly urged to recommend adoption of 
S. 1757. After careful study of all pending bills, I have concluded 
that S. 1757 is the most satisfactory since it avoids undesirable 
statutory provisions and properly places in the Civil Aeronautics 
Board the responsibility for determination of rates and for establish- 
ment of satisfactory mechanical procedures to accomplish the desired 
separation. 

For these reasons, it is recommended that your committee approve 
and recommend 8S. 1757 to the Congress. Similar action should be 
taken with respect to the international service, with comparable 
principles of separation made applicable thereto. 

The CHairMAN. We will next hear from Mr. Stanley Gewirtz, 
representing Americans for Democratic Action. 
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STATEMENT OF STANLEY GEWIRTZ, NATIONAL BOARD MEMBER, 
AMERICANS FOR DEMOCRATIC ACTION 


The CHarRMAN. You may proceed. 

Mr. Gewirrz. My name is Stanley Gewirtz. I am a member of 
the executive committee of the Americans for Democratic Action 
As you know, the ADA is an independent organization founded in 
January 1947 and dedicated to securing economic sec urity and polit- 
ical liberty for all people by democratic means. We reject. totali- 
tarianism in all its forms. We are interested in any ‘at yal which 
would improve governmental procedures and practices. I am appear- 
ing today on ADA’s behalf to testify with respect to the proposed 
legislation on the subject of air-mail subsidy. 

Although I have at one time been executive assistant to the Chair- 
man of the Civil Aeronautics Board, I do not propose in my forma! 
testimony today to take up the technical questions which are involved 
in the different bills which are before your committee for consideration 
and recommendation. I should be happy at the conclusion of the 
formal testimony to make myself available for any questions that you 
may have, Senator. I intend, rather, to direct my statements to the 
broad principles which are inherent in all the items of proposed legis- 
lation which are before you. It is in the principle of the separation of 
subsidy from compensatory mail payments that ADA is essentially 
interested. I might say at the outset that ADA’s position is sub- 
stantially as it has been in the past: for the enactment of Senate bill 
436. We are concerned about certain of the implications of S. 1657. 
We are unalterably opposed yr the proposals with respect to subsidy 
which are contained in 8. 535, S. 1757, and S. 1870. 

We know you, Senator shea. to be truly devoted to the separa- 
tion of mail pay and subsidy. As a matter of fact the progress made 
to date, with respect to the efforts of the Board to administratively 
separate and your own efforts to effectively make a separation, is the 

result of your efforts through the last 2 years to do something about 
this question of subsidy. “We can appreciate your understandable 
impatience with the dilatory behavior of the Civil Aeronautics Board 
which only recently suggested certain compensatory mail rates based 
presemably ‘upon the wide disparity in the inherent unit-cost charac 
teristics between routes * * * operated by the certificated car- 
riers. These suggestions of the Board, however, are not acceptable 
from our point of view. 

Although there has been considerable testimony on the separation 
legislation, there has been very little suggestion of what must be the 
ultimate purpose of almost all of this legislation. It is pretty uni- 
versally recognized that the initial purpose is to separate the cream 
of subsidy from rates which now include both compensation and 
subsidy. It seems understood that one of the purposes of most of this 
legislation is to develop a rate which would reflect. true compensation 
for carrying air mail. 

There has been little, if any, recognition of the ultimate purpose of 
legislation of this type. As we see it, that purpose is or should be to 
give at last some real meaning to that portion of section 406 (b) 
of the Civil Aeronautics Act which suggests that there be economic, 
efficient, and honest operation of our air-transport industry. It does 
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not seem surprising that those who are and will continue to be sub- 
sidized seek to perpetuate such governmental grants in mail pay. 

Those who are on the fringe of self-sufficiency seek to embarrass 
their less fortunate colleagues and are not distressed by this proposed 
separation so long as the compensatory rate is cushioned. None of 
them has reac ‘hed squarely for the issue which underlies all of this 
legislation: The very good purpose to make public the extent to which 
public moneys are expended and ultimately to spend those moneys 
only where the net effect of such expenditures is to provide a strong 
air-transport system. If we look at this legislation in that light—and 
we submit that there is no other practical approach to take—we must 
conclude that the legislation, which eventually would delineate th« 
cost figures from the support figures, must of necessity be the only 
acceptable legislation. 

What is a compensatory rate? 5S. 436 would determine such a rate 
through accounting requirements which would be more accurately 
reflective of the actual cost of operation. S. 1657 flatly legislates 
that for a certain period of time a 42-cent-per-ton-mile rate would 
constitute compensation without subsidy. 5S. 436 suggests, to our 
view, a neater approach. Compensation, by definition, constitutes 
a payment for services rendered. In order to determine what that 
compensation should be it is necessary first to determine the cost of 
the service rendered. Once that cost is set out it becomes necessary 
to provide a fair profit—return on investment as it has been called— 
over and above the cost of the services provided. 

But today nobody knows the answer to two fundamental questions. 
They are: (1) What does it cost an airline to carry the mail? (2) What 
does it cost the Post Office Department to maintain its air-mail 
service? Without these figures it is an arithmetical and physical 
impossibility to establish any compensatory rate. 

It is not an impossible job to allocate costs as suggested in S. 436 
so that there will be some indication of the expense involved by the 
air lines in carrying the mail. I believe that Secretary of Commerce 
Sawyer pointed out that other fields of transportation have developed 
cost studies, and that they were confronted with no greater or lesser 
difficulties than are alleged to be inherent in the air-transportation 
industry. 

Cost allocations are the normal incidence of operation. It is rather 
surprising to hear the airlines constantly suggest that there are 
insuperable obstacles to the allocation of air-mail costs. They seem 
to have no difficulty in determining their costs for passenger service. 
They did claim that it was difficult, if not impossible to allocate costs 
for air-cargo carriage. 

Possibly, they suffer these cost-allocation difficulties whenever 
faced by either competitive operation or congressional curiosity. 
On the freight-rate picture, they seem to have ‘been talking out of 
both sides of their mouths. The certificated carriers seemed per- 
fectly competent to accept the additive-cost theory in order to 
determine air freight rates where the lewer rate could be used to 
squeeze their nonsubsidized colleagues. That same theory would 
acarcely be applicable, they allege, for the purpose of developing 
air-mail rates. 

In fact, an analysis of existing air rates suggests one of the deficien- 
cies of S. 1657. Today the air lines charge. 63.09 cents per ton-mile 
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per one-way passenger, and 60.07 cents per ton-mile per round-trip 
passenger on transcontinental operations. On the Los Angeles to San 
Francisco operation the cost per ton-mile per one-way passenger js 
61.94 cents. Freight rates average out at about 20 cents per ton- “mile: 
and express charges are the rate of 32 to 34 cents per ton-mile. 

Yet S. 1657 and the Board’s new formula establish ton-mile rats 
at 42 and 45 cents, respectively. On the face of it we submit that this 
just doesn’t square out. There can be no question that the cosis 
involved in passenger carriage are by far the most expensive in air 
transportation. Freight and express require less effort and care and 
are less costly and less expensive than passengers. 

An analysis of the operations of the Post ‘Office Department and 
particularly of the mail field post offices would show that the airlines 
actually perform very little service in the carriage of air mail. The 
have very little paper work to accomplish; little, if any, transportation 
responsibilities; and very few, if any, administrative problems. It is 
absurd to suggest at one and the same time that the rate for the 
carriage of a ton of freight 1 mile should be 23 cents while on the same 
basis mail should cost 42 or 45 cents, and be called compensation. 
The airlines should be required to tell the Congress and the public 
the actual cost of carrying the mail. 

Under S. 436, once a compensatory rate is established it then be- 
comes an administrative responsibility of the Board to determine 
what additional moneys will be paid out as subsidy. We like S. 436, 
by the way, because it makes no distinction between international 
and domestic carriage. The Board’s discretion will be exercised pre- 
sumably not only to attract capital to the air transportation industry 
but to give strength to the industry in maintaining it. The Board 
will have to determine subsidy payments in order to fulfill the trinit, 
of the Board’s statutory purpose. It will not fulfill that purpose if 
it pays out subsidies for operations which are less than complete) 
economic and efficient. 

In order to find out the extent to which an airline should be sub- 
sidized, the Board will have to determine, after proper notice and 
hearing, whether the cost of operations of a particular air carrier are 
economic and efficient. To the extent that they are, the Board will 
next have to determine whether the operation, despite its expense, 
is necessary in the public interest considering the comprehensive 
requirements of the definition of “public interest.” 

Presumably these determinations of the extent of subsidy will be 
made after a full record has been developed and after all interested 
parties have had opportunity to be heard. I think we can anticipate 
the type of hearing because we do have in the industry today some 
yardsticks of economy and efficiency of operation which will exist 
where an effort is made to determine fully allocated costs and whether 
such costs are properly reflected. 

The nonsubsidized air-freight carriers and air-freight forwarders 
would certainly be eager to contrast costs with the air-mail carriers as 
they would affect competitive operations in the field of air freight. In 
passenger operation though, the Board would have to use, as a yard- 
stick, the least costly of the mail operators. 

There is no real usable standard of comparison today with respec! 
to what it costs to carry a passenger or what it costs to operate a 
passenger plane between any two given points. The Board has always 
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maintained that it can look at the lowest -cost operator and has 
assumed, ex hypothesi, that it was economic and efficient. 

Think how easy the Board’s responsibilities would be if it had as a 
yardstick under S. 436, S. 1657, or any other legislation, a non- 
subsidized operation where there could not be any question as to the 
economy and efficiency of that operation. Because the unsubsidized 
operation must be economic and efficient to survive economically, 
think then how simple the Board’s responsibility in determining sub- 
sidy payments based on economic and efficient operations when the 
Board need only look at a comparable operation of the same type in 
the same field except that in this instance the competitor carries no 
mail and depends entirely upon its own resources. 

In the recent report issued by the Senate Small Business Committee 
it is suggested that if some small percentage of a passenger traffic 
were carried by nonsubsidized, nonscheduled carriers, this would 
provide a tremendous impetus for more effic nas air-transportation 
operations. This makes a great deal of sense. We submit that any 
of the legislation before you, and particularly S. 436, would be 
strengthened in practice if the Board had available the type of yard- 
stick which can only be provided by an operation flown by non-air-mail 
pay companies. 

There has been a great deal of conversation in the testimony ad- 
duced before this committee, about how less dependent the air trans- 
port industry has become on mail pay. The Civil Aeronautics 
Board’s figures for the calendar year 1950 show that approximately 
9 percent of the total revenue of the domestic trunk-line air-mail 
carriers constituted mail payments; that the net operating income of 
all the trunk lines exceeded mail payments by only $16 million; that 
$55.5 million were paid out in mail pay to international and overseas 
carriers who showed a net operating income of a little less than $12 
million; that mail pay constituted over 20 percent of the total operat- 
ing revenues of these same international and overseas American-flag 
carriers; and that Pan American alone was paid close to $31 million 
in the United States mail pay, and $5.5 million in foreign mail pay, 
against $108.5 million in other revenue. 

Contrast this with the fact that in the same calendar year 1950, 
the all-cargo air carriers, without any mail payment of any kind, 
showed a net operating income of $1,569,863. In 1950, the trunk 
lines of the United States showed operating expenses of 53.79 cents 
per ton-mile; the international and overseas carriers, a figure for the 
same item of 84.17 cents per ton-mile; while the average domestic 
nonmail carriers’ cost was 19.54 cents per ton-mile. These figures 
are entirely significant in suggesting that comparative stand: ids are 
valueless unless the comparisons can be made against a real standard 
of economy and efficiency. 

It is necessary to advocate subsidy separation legislation particu- 
larly in light of the Board’s recent and inadequate attempt to separate 
mail pay and subsidy administratively. The Civil Aeronautics Act 
is the strongest piece of regulatory and promotional legislation in the 
administrative field. Two former Chairmen of the Board have sug- 
gested that the Board could more aggressively attack the problem of 
air transportation. 

Mr. O’Connell spoke of the “astringent of bankruptcy,’”’ while 
Mr. Landis felt that the guaranty in the act against bankruptcy 
encouraged economic slothfulness. 
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I submit that under section 406 of the act there is little that the 
Civil Aeronautics Board could not accomplish. And yet in this field 
the Board has not acted vigorously. As a result, legislation of this 
type is necessary. Only through this type of legislation can the deep- 
seated ills of air transportation. be made public ‘and possibly rectified. 

Under S. 436, the Board will be forced to readjust its accounting 

requirements to provide fully distributed cost allocation. In the 
meantime, however, it would not be advisable to establish 42 cents 
or 45 cents as a temporary compensatory rate. The history of eco- 
nomic regulation of air transportation suggests that standards once 
established become virtually immovable. 

In our present economy we just cannot afford to indiscriminately 
subsidize everybody. Air transportation is an arm of national defense. 
But air transportation subsidy dollars must be taken from the same 
general pot from which come all the other dollars for national defense, 
international security, and our civil economy. Commercial air trans- 
portation is merely one segment of our national and international pro- 
gram. It must be measured and be put in its proper place. 

Under the present system this is impossible. Separation of subsidy 
from mail pay is necessary. It can only be accomplished by proper 
cost studies. Proper cost studies will only result from full and com- 
plete allocation, and from the creation and maimtenance of yardsticks 
of performance which result from operations which are not at all de- 
pendent upon the air-mail dollar. 

Thank you. 

The CHarrMan. You have made a very hard hitting, direct, and 
thoughtful presentation of this matter. I want to explore with you, 
for just a minute, some of the sugge stions which are implied in your 
paper. The cost of airlines varies with every airline, does it not? 

Mr. Gewirrz. Yes, sir. 

The Cuarrman. You would have to make a cost study of every 
airline and every segment of every airline in order to get the true costs 
of operation, is that not true? 

Mr. Gewrrtz. I think that generally, Senator, that would be true, 
I think that certainly you might be able to accept, on a broad basis, 
some of the categories that the board has set up. Certainly it would 
seem to me that what used to be the Big Five—and I now believe is 
the Big Four—generally would have operating costs that are some- 
what comparable. By that I mean TWA, United, American, and, | 
think, Eastern, could be put into the same particular categories. 

The CHarrRMAN. Yes; but the point is that you would have to 
average them. You could not have an exact cost. You could not do 
it mathematically and come up within a fraction of a penny, for 
instance, because each segment of each airline would have a different 
cost. Each airline would have a different cost, and every airline’s costs 
would vary from year to year. That is, there is a tremendous dif- 
ference in the cost of operation of an airplane, whether it has a full load 
or a half load or a 75-percent load. It makes a great deal of difference 
to the costs of the operation of that airplane whether it is full or 
whether it is half empty, and when you apply that to an airline, 
you would have great difficulty in getting right down to a fraction of 
a cent in the cost. 

I notice that you say that once the rate is established it has a habit 
of remaining. If you had a variable rate you would have this rate 
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change very frequently, month by month. It costs an airline much 
more to operate in the winter, for instance, than it does in the sum- 
mertime. What I am trying to say is that you have to strike some 
sort of average, and that is what we attempted to do in the 42-cent 
basic rate that we inserted in S. 1657. 

We thought that was an average for the Big Four. The Big Four 
and the CAB negotiated a price of 45 cents, which was not very far 
from that. We did not get that 42 cents out of the blue sky. We 
deducted that much on the basis of what vou have suggested here, 
on the experience of the nonscheds in establishing coach rates, and 
that is pretty well based on coach rates. You point out in your 
paper that the handling of passengers is more expensive than the 
handling of mail. 

We have had witnesses before us who claim that where a small 
amount of mail is handled, the reports which they must make amount 
to more than the pay that they would receive from the mail if it were 
on such a basis as we have set up in S. 1657. You say, of course, 
that they have very little to do with handling of the mail and you 
also ignore the point that has been stressed here time and again: 
That mail is a priority commodity in transportation, that it is ahead 
of all freight, all other cargo, including passengers’ baggage, that 
freight can be hauled at the convenience of the carrier, but that the 
mail must be hauled prior to all other transportation furnished. 

There are some differences of that kind. There is some logic, is 
there not, to the contention of the airlines with respect to these par- 
ticulars? 

Mr. Gewrrtz. Well, of course, when I try to pit my lack of experi- 
ence in airline management against the many witnesses you have had 
who are actually running an ‘airline, 1 fly in the face of the possible 
criticism that I do not know what I am talking about, but with that 
possible criticism hanging over my head, I still feel, Senator, that al- 
though there have been many contentions made with respect to all 
of the niceties of handling that are involved in carrying air mail, I do 
not think that the Board or the committee have ever had submitted to 
them the type of vital statistics, either from the Post Office Depart- 
ment or the airlines, that would actually show, even if you were to 
take a weighted average winter, summer, high density, low density, 
what have you, how much it costs to carry the mail. 

Now, you point to the fact that the 42-cent figure which was ar- 
rived at in your proposed legislation was derived from the ton-mile 
figures of the nonscheduled and nonsubsidied operators. 

The CHarrMan. It is the coach operation. 

Mr. Gewirrz. I think I agree with you that you probably came 
quite close. I tried to run some figures on that myself. The figures 
that I got were that on a transcontinental operation the nonscheds 
operated at approximately 40 cents per ton-mile per one-way pas- 
senger and 38 cents per ton-mile per round-trip passenger, which is a 
difference even at the extremes of only 4 cents from your 42-cent rate, 
but I would maintain that you are still dealing with people as dis- 
tinguished from air mail. 

[ know that there have been contentions about how air mail takes 
priority, and I know that Mr. Woolman, who just testified, talked 
about fairly excessive poundages of mail that are involved, but, by 
the same token, I think if you look back on your own experience 
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traveling in airplanes, it has been a rare occasion, indeed, when you 
found the front seats empty as a result of an additional load of mai! 
being carried. 

I think in normal ec onomy the airlines and the Post Office Depart- 
ment have a pretty good idea of how much mail comes out of the posi 
office and on a particular flight and how much mail they are going to 
be expected to carry. I think it is only the unusual situation wher 
you cannot work some average and cannot anticipate how much mai! 
you are going to get and what you are going to do with it. 

When I was with the Civil Aeronautics Board I never heard the 
contention that there was an awful lot of paper work involved in 
carrying the mail. I know we used to be confronted with the criticism 
that there was a lot of paper work involved in getting anything out of 
the Civil Aeronautics Board, which was probably quite true, but aside 
from all the talk involved regarding how much it costs to carry the 
mail, there are yet figures to be submitted which suggest that 42 
cents or 45 cents represents compensation or even comes close to 
representing compensation. 

Even if you accept the fact that there is a whale of a lot of difference 
between carrying freight and carrying mail, there is also a whale of a 
lot of difference between 20 cents a ton-mile and 42 cents a ton-mile, 
particularly when you start multiplying by the kind of ton-miles that 
are carried every year by the certificated trunk-line carriers. 

It is not that Ihave a feeling of arbitrariness about it or anything 
of that sort; I just do not feel that you have the figures or that the 
Board has had the figures to really delineate 42 or 45 cents as the com- 
pensatory figures per ton-mile for carrying the mail. 

The Cuarrman. | hope that you do not feel that I am antagonistic 
to your views. 

Mr. Gewrrtz. No, indeed. 

Tae Cuainman. I am not at all. I think so much of your views 
that I want to explore your thinking just a little further. Now, 
getting back to the suggestion that you have made that we might use 
the nonsubsidized carrier as a fairly good test: We do not have experi- 
ence with a nonsubsidized carrier in competition with such lines as 
Delta over its whole system or any other regional, and most positively 
we have no experience at all of nonsubsidized air transportation in 
competition with a local carrier. We just do not have that, because 
the nonsubsidized carrier competes only with the trunk lines in the 
larger centers of population. 

So we are very limited when we call upon the nonsubsidized carrier 
to find out what the carriage will cost in a large segment of the field 
where air mail is transported. 

That is one of the difficulties that we have. I do not recall the 
exact percentages, but I think that railroads find that the cost of 
transportation of freight is something like a cent and a half per ton- 
mile—is that right? 

Mr. Sweeney. A cent and a third is the figure. 

The CuarrmMan. A cent and a third. A cent and a third for the 
transportation of freight, and they have received 8.6 cents per ton- 
wile for the transportation of mail, and those of us who have made 
some study of railroad transportation know that the freight business 
on a railroad has to subsidize the passenger business where the mail is 
carried, to a rather heavy extent. 
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Of course, the similarity does not follow through between air trans- 
portation and railroad transportation, but in a measure it does. 
That is, the airline hauls freight at its convenience, and we have had 
a great deal of testimony here where they have sinall lots of freight 
that they charge much higher rates than they do for carrying the mail. 
| think Mr. Woolman testified today that it was $28.18, did he not, 
for handling freight on one segment of his line and the mail was much 
lower than that. 

The carrying of mail was about 63 cents. You have all those things 
that you have to take into consideration. Any cost figures, I suppose, 
would have to be an average of perhaps more than 1 year, so that you 
would get the mountain peaks and the valleys in volume of trans- 
portation furnished. It would have to be on a great many airlines, 
and after you got into all that mass of figuring, you would have to 
come up with some sort of an average. 

It is not something that you can turn over to one of these robot 
machines and come up with an absolute answer, after you put in as 
many factors as you can. 

Mr. Gewirtz. That is quite right, and that is actually why we favor 
so strongly S. 436, which would both provide the money and also 
make it a statutory requirement that the Board readjust certain of its 
accounting procedures in order that the airline supply the proper type 
of fully distributed costs which would make the determinations 
of which you speak, Senator, a lot easier to obtain. 

The CuarrMan. Yes. We have been terribly disappointed in the 
figures and facts that we have been able to get from the CAB, in 
trying to reach conclusions. We explored that field very fully and 
came up with nothing but disappointment, because we are not able 
to take those figures and reach a sound mathematical conclusion. 

So we have tried to find some other way of working that matter out, 
and we have run into this difficulty: It has been testified repeatedly 
here that the airlines—even the airlines receiving more pay than the 
airlines with a lower cost of carriage, object to having two different 
rates. They want to have the same rate as the low-rate people, and 
it seems to me that they make a pretty strong argument. 

If it were placed all on a cost basis, one segment “of an airline would 
be one figure and another segment some other figure, and the Post 
Office Department would not be justified, everything being equal, in 
dispatching their mail on a high-cost segment of an airline or a high- 
cost airline, would they? 

Mr. Gewirtz. That is a hard question to answer. 

The CHarrMan. It is a hard question for us. We are having 
trouble with it. 

Mr. Gewrrrz. I do think if you look at the history of the Post 
Office Department’s operations over the airlines, they have and they 
should be expected to send their air mail out—that is why I am paying 
my 6—shortly 8—cents for air mail 

The CuartrMAN. I hope not. I hope you will never have to pay-8 
cents. It is a figure that is not justified by any of the facts whatso- 
ever. 

Mr. Gewirtz. Whatever it is, I am paying a little bit extra to have 
my letter sent by air, Senator, in order to get it to where it is going very 
fast, and I think it is a responsibility of the Post Office Department, 
regardless of what they have to pay over a particular segment, to ship 
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that air mail over the fastest possible schedule. That is the only way 
I can answer that. I think if you check into the way the Post Office 
is operated—of course, you have certain mail rates that are now in 
effect which might give the Post Office Department the same incentive 
not to ship air mail over certain routes. 

The CHairMan. At the present time there is no incentive, because 
the Post Office pays a subsidy, and if they do not give the high-cost 
airline the mail pay, they will have to pay that much more in subsidy. 

They pay the whole bill. They pay the subsidy as well as the com- 
pensatory pay, and that is one of the things that is very wrong with our 
present system. It is very wrong to the ‘Post Office Department. 

Mr. Gewirrz. To get back to the original question, which is a hard 
one to answer: I think that would be, regardless of the rate, the 
responsibility of the Post Office Department to ship the mail on the 
fastest schedule. 

The CuairmMan. My understanding at the present time is that they 
follow some such rule as that. They divide the mail where two 
airlines are within an hour, where their services are within an hour, a 
I understand it. Otherwise the mail goes to the first plane—first in, 
first out. The first one that is out gets the mail. 

Mr. Gewirrz. I do not see any reason why that procedure should be 
changed. 

The CuarrMan. That seems like a very fair method of handling 
the mail. Of course, that could be applied in any kind of a plan of 
mail payment where there is a variation in the pay to different airlines 
and different segments of airlines. 

We appreciate your appearing here and giving us your thinking on 
these subjects. We place a very high value on what you have said 
today. 

Mr. Gewirrz. The only thing I might like to add in conclusion is 
this, Senator: I know how impatient you feel about getting something 
done in terms of setting up some rate between now and the time, let 
us assume optimistically, at least from our point of view, that some- 
thing like S. 436 becomes law, there is still the element of subsidy in 
your 42- or 45-cent rate and it would be wise to get as close to a real 
compensatory rate in the interim as possible. 

I understand that Mr. Prescott testified here on behalf of the 
Flying Tigers Freight Line suggesting that during that period it might 
be a good idea to set up a compensatory rate by looking at air-freigh' 
rates. 

If it were felt—and I think there is some merit in that—that some- 
thing should be done in the interim while the Board is doing its 
figuring and its readjusting, we would pretty much go along with 
Mr. Prescott’s view that you would get a lot closer to a real com- 
pensatory rate by looking at the freight ton-mile figure than by using 
either the 42 or 45 cents that are suggested either legislatively or 
administratively. 

The Cuatrman. That is true. We were impressed by Mr. Pres- 
cott’s testimony, but when you get into the small delivery area you 
will find that the ‘y have a minimum charge, and most all mail would 
be handled on that minimum charge. 

Some of the Big Four, I think it was United, testified that there was 

a $4 minimum, and this morning Mr. W oolman indicated that they 
i a $3 minimum. Mr. Prescott of course does not serve that 
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kind of area, so we were unable to get testimony from him, except 
that they do make extra charges where the ‘y have a small volume or 
where a small delivery is made. 

Yes, we were impressed by Mr. Prescott’s testimony. I think 
anyone should be, and yet there are some w ide-open ends in the whole 
thing. 

Mr. Gewrrtz. I think it is axiomatic that one has to walk before 
he runs, and I think it is true that Mr. Prescott’s experience has been 
on relatively long-haul operation. 

The CHarrmMan. That is right. 

Mr. Gewrrtz. But by the same token I think you would find 
that the bulk of your mail payments are made against long haul or 
the type of operation where the freight ton-mile formula that Mr. 
Prescott suggests might be useful during the period of time when we 
are getting a much clearer and precise picture through the fully 
allocated cost problem. 

At least it would represent some saving and it would represent a 
step in the direction of getting what is in essence a real compensatory 
rate. 

The Cuarrman. I do not think we would have any trouble at all 
in arriving at a compensatory rate if we only had the Big Four. 
With their long haul and with the dense population which they 
serve I think we could arrive at a cost basis without very much 
difficulty. 

I do not think it would be any trouble at all. It still would be an 
average. 

Mr. Gewirrz. Your legislation, S. 1657, or at least one of the 
pieces of legislation you have introduced, makes a suggestion which 
I think is a very good one, of the recognition on the parts of the public 
and the communities that in a sense service to a high-cost area on an 
air carrier’s operation constitutes a subsidy to the community. 

Now, you can eliminate a good deal of the problem involved in 
setting a compensatory rate by taking the principle of recognizing 
payments that are made to maintain service, let_us say, to com- 
munities like some of the smaller cities in upper New York State, 
some of the smaller cities in Colorado and Utah, as a subsidy to the 
community, which means you would pull it out anyway from the 
compensatory rates you set and make it a part of the Board’s respon- 
sibility to cover those particular high costs of operations in your 
subsidy, so that you in a sense eliminate a portion of what is the 
problem. 

The CuarrmMan. The only trouble with that is that the local air- 
line has a great fear that Congress will say ‘‘We just cannot afford 
to give service to Pumpkin Center at that kind of rate. We just 
cannot afford to do it. We are not going to appropriate the money. 
You will have to find some other way of serving Pumpkin Center. 

That is what the local airlines are afraid of when you get down to 
that sort of a calculation. They are afraid the appropriation com- 
mittees of Congress will say, “No, no, we cannot do that,” and | 
think their fears are justified. 

Mr. Gewirrz. I think their fear is justified, and probably because 
I do not come from a small community at the moment my feeling 
about that is that despite the advance of our economy and civiliza- 
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tion I think we must face the fact that there are certain limits to 
what you can subsidize. 

It took an awful long time to get rail transportation into a great 
many points. There are cities in this country today that have to 
depend on mail trucking services to get their mail. It is not a sine 
qua non that every small community in the United States that happens 
to have an airport should be provided air service. 

The CHarrRMAN. That is true. In the various routes that the post 
office maintains, we were told here that it costs a bundred dollars a 
ton-mile to serve some of those stations and still they are served and 
they ought to be served. 

They “need mail perhaps more than the larger communities, and 
that is a policy of the Post Office Department and a wise policy of 
the country and the Post Office Department to give them service, 
even though it does cost a hundred dollars a ton-mile to do it. 

So we have all sorts of problems and I am glad that you recognize 
that we do, that this is not a simple matter, that there are many 
facets and many angles and many phases to it that ought to be care- 
fully considered before anything disastrous is done, because after all 
airline service is very valuable to the commerce of the country, and 
to the national defense as well as to the postal service. 

We thank you for your presentation. Unless there is something 
you want to add, we will recess until Monday at 10 a. m., when Mr. 
Ralph Damon, president, and Mr. Warren Lee Pierson, chairman of 
the board, Trans-World Airways will testify. 

Mr. Gewrrrz. Thank you, Mr. Chairman. 

The-CuarrMan. We will stand in recess until 10 a. m. Monday. 

(Thereupon, at 11:15 a. m., an Seonenon was taken, to reconvene 
on Monday, July 23, 1951, at 10 a. m.) 
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MONDAY, JULY 23, 1951 


UnitreD States SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in the com- 
mittee room, room G—16, United States Capitol, Senator Edwin C. 
Johnson (chairman), presiding. 

Present: Senator Johnson of Colorado and Senator Bricker. 

Also present: Edward C. Sweeney, professional staff member. 

The CHarrMAN. The hearing will come to order. 

Mr. Ralph Damon, president of TWA, cannot be here on account 
of the flood, but Mr. Warren Lee Pierson, who is chairman of the 
Board of Trans-World Airlines, is present, and we welcome him and 
will now turn the floor over to him. 

Mr. Pierson. 


STATEMENT OF WARREN LEE PIERSON, CHAIRMAN, BOARD OF 
DIRECTORS, TRANS-WORLD AIRLINES, INC. 


Mr. Pierson. Thank you, Senator. 

My name is Warren Lee Pierson. I might say, Senator, that I 
have a prepared statement here which is not very long, after which, 
or during which, I will be glad to receive questions. 

I am chairman of the board of Trans-World Airlines, Inc., and 
president this year of the International Air Transport Association. 

Two years ago I appeared before this committee together with my 
colleague, Ralph 5. Damon, president of TWA, in response to an 
invitation which stated that the committee wished to learn “W hy, in 
a period of unprecedented prosperity, the airline industry is in such 
poor financial condition,’ and what remedies might be needed. The 
gist of our testimony at that time was that the principal need of the 
industry was stability. That need still exists today. 

Happily, the financial condition of the industry has improved 
greatly in the intervening 2 years. Fortunately, also, the members 
of this committee have shown a continuing interest in the advance- 
ment of air transportation, and I am sure that your present hearings 
are not intended to inquire into the reasons why the airlines at long 
last are earning a modest profit, or'to find means for taking such 
profits away. Yet, it would seem from the testimony of some of the 
witnesses that this was the committee’s purpose. 

Two years ago TWA took the position that segregation of the com- 
pensatory and subsidy elements in domestic air-mail pay would be 
desirable. I believe there is now general agreement on this view, and 
the only question remaining to be determined is how tbis should be 
accomplished. The question of international mail-pay segregation is 
a little more worrisome. I will devote the first part of my statement 
to the domestic problem and discuss the international later. 

Before getting into the details of domestic segregation, | should 
like to mention a few basic considerations: 
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First, the purpose of the whole proposal, as I understand it, is 
primarily to give the public proper information as to the amount of 
subsidy received by the domestic airlines, and to furnish an incentive 
to self-sufficiency on the part of these airlines. The purpose is not 
to destroy the airlines or to give advantage to their competitors. 

Second, we all desire that subsidy nof be hidden under the guise 
of compensation for carrying the mail. On the other hand, ordinary 
justice demands that the fair compensation properly owing to the 
airlines for performing a service to the Government not be mislabeled 
“Subsidy.”” The Post Office should not pay for transporting the mai 
more than a fair and reasonable rate. At the same time, the Gov- 
ernment should not misuse its power by requiring the airlines to 
perform a service at a rate below a fair and reasonable level. 

Third, from the standpoint of stability, it is a great mistake to 
base rates on peak condition of traffic and load factors. The Civil 
Aeronautics Board made this mistake in 1945, with results which this 
committee knows. The error made in this 1945 decision is exemplified 
in the following chart. 

(The chart referred to is as follows:) 


CAB. ESTIMATES IN 1945 
VS. 
ACTUAL RESULTS FOR TWA 
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The black line across the top of the chart represents the Civil 
Aeronautics Board’s 1945 estimate of the mail ton-miles which TWA 
would carry in a future year, on which its rate was based. The mail 
actually carried by TWA in these years from 1945 to 1950 is shown 
in the bars below. 

The bottom half of the chart shows the same thing for mail revenue. 
The only year in which the CAB estimate was met was in 1948 and 
that was the result of the Board’s issuing first a temporary rate order 
increasing base mail payments to TW ‘A and other carriers, which 
increased rate is also reflected in the bars for 1949 and 1950: and, 
second, an order granting a lump-sum need payment and an allowance 
for grounding expense. “Mr. Nyrop has advised you of the proposed 
settlement of the Big Four Mail Rate case under which TWA would 
have to repay to the Government over $2,000,000. That repayment 
would, of course, reduce the actual mail pay received in 1948 well 
below the black line, so that in not one of these years will TWA’s 
actual mail revenue have approximated the mail revenue estimated 
by the Board in its opinion in 1945. 

In 1945, the airline load factors were abnormally high as a result 
of wartime priorities. The air-mail volume also was abnormally 
high. As the load factors and the volume of mail returned to normal 
durmg the next 3 years, the airlines were under the handicap of rates 
based on the artificial conditions of 1945. 

Since the Korean War, airline passenger traffic has again been in a 
boom condition. For the first 6 months of this year, TWA flew 47.5 
percent more domestic passenger-miles than in the previous year. In 
June, for example, our domestic load factor exceeded 90 percent on 19 
different days. I need hardly point out to the committee that these 
are artificial load factors which cannot be regularly maintained. It 
would be a serious mistake to base any rate on these current peak 
conditions. 

When the airline business is good, it is very good; when it is bad, 
it is very bad. The situation has changed almost completely since 
my last appearance here. I cannot emphasize too strongly that it can 
change just as fast in the other direction and has done so on various 
occasions in the past. Your consideration of legislation affecting mail 
rates should keep this fact constantly in mind. 

Civil aviation is a volatile business, and I think that this fact, 
Senator, is dramatically illustrated by the floods which we have just 
experienced in Kansas City. Even now our major maintenance base 
is under 6 feet of water. We have six aircraft locked up by the waters, 
many of our stores are under water, and as a result we have had to 
curtail substantially our Constellation flights. 

Fortunately a substantial part of the loss resulting from floods 
affecting the aircraft and materials is covered by insurance, but 
there will still be a substantial loss due to the fact that we have had to 
curtail our services quite a bit. 

The CuarrMan. I visited your plant in Kansas City a few years ago, 
and I wondered whether the flood caught you. 

Mr. Prerson. We were assured by ‘all of the Army engineers and 
everyone else that Fairfax was safe. The only point I particularly 
wanted to make is not the fact that we are having a little trouble at 
the moment, but what we thovgbt was going to be the banner year in 
our history turned out to be sometlring less than that. 
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DETERMINATION OF COMPENSATORY RATES 


Conflicting testimony has been given you about the problem of 
compensatory rates, and it has been made to appear very complicated. 
May I say that the solution is not at all difficult. 

It reminds me of the trick examination question which used to be 
asked candidates for commissions in the Army engineers. The question 
went something like this: “You have a flagpole 50 feet long, with a 
base 1 foot in diameter, which is lying horizontally on the ground next 
to a bole 4 feet deep and 2 feet in diameter. How do you get the 
flagpole mounted in the hole?” 

Any Army officer who has reached the rank of first lieutenant can 
tell you that the proper answer is, “Find the nearest sergeant and say, 
‘Sergeant, get some men and put up that flagpole.’ 

The Congress has been presented with the problem of compensatory 
rates for various kinds of transportation since 1887, when the Interstate 
Commerce Act was passed. It has solved the problem very effectively 
by directing the appropriate regulatory agency to set a “fair and 
reasonable’’ rate for the transportation involved. True, the Congress 
has given the commissions some general standards to work with, but 
it has left the main burden with the commission. 

I see no reason why the problem of establishing compensatory rates 
for domestic air transportation is any different, and IL believe Congress 
should merely tell the Civil Aeronautics Board to establish fair and 
reasonable rates for the transportation of domestic air mail, just as 
the Interstate Commerce Commission determines such rates for the 
transportation of railway mail. 

That is my solution of the problem, but I believe I should comment 
on other solutions which have been suggested to you. 

First, there is the proposal that the rates be set by legislation, as 
provided in S. 1657. Your chairman has indicated that he doubts 
the wisdom of legislative rate-making, but that he is driven to this 
suggestion by delay on the part of the Civil Aeronautics Board. We 
in the air lines also have complained of the Board’s delays in estab- 
lishing permanent mail rates, and I think your committee has per- 
formed an excellent public service in its present investigation of this 
matter. Nevertheless, Congress we think should not assume thie 
day-to-day task of rate-making. There are times when you call a 
policeman to your home because of some untoward incident, and you 
are glad to have him come. But it would be wasteful to station him 
in your home permanently, rather than letting him continue on his 
beat. This committee has the responsibility of policing the activi- 
ties of the various regulatory agencies dealing with interstate and 
foreign.commerce, but it ought not to take on the daily duties of those 
agencies to the exciusion of its own more important functions. 


COST IS NOT THE ONLY STANDARD 


Several witnesses have urged upon you that “cost” should be the 
only factor taken into consideration in determining air mail rates 
There are three things wrong with this: 

First, the cost of ‘the air mail service cannot be determined with 
even approximate accuracy. 
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Second, many other factors are involved in a fair and reasonable 
rate, including the important element of value of service. 

Third, if ‘“‘cost’’ is the only proper element, all the present legisla- 
tion and the great body of regulatory and judicial decisions dealing 
with transportation rates over the past half century, are in error, and 
Congress should start at the beginning to revise all rate-making legis- 
lation. This, I am afraid, w ould prove to be a fruitless and unneces- 
sary task. 

T am not a cost accountant. but I do know that you just cannot 
tell with even approximate accuracy what costs should be attributed 
to the various services which are all carried on the same plane, flown 
by the same pilots, and handled by the same dispatchers, me teoro- 
logists, accountants, and so on. I defy anyone, for example, to sé 
what part of TWA’s losses in the present Kansas City flood Mantis 
should be charged to the air-mail service. 

I shall not dwell on this point because in connection with our 
domestic mail-rate case we wanted to get the best advice on the sub- 
ject of cost allocation and cost apportionment that was available, so 
we sent for Professor Taggart of the School of Business Administra- 
tion of the University of Michigan. I shall not recount all of Pro- 
fessor Taggart’s qualifications, “but he has been president of the 
American Accounting Association, president of the Washington 
Chapter of the National Association of Cost Accountants, and na- 
tional director of that association. He has acted as consultant to 
the Government on numerous occasions, and is the author of various 
books and articles on accounting matters. He is now a member of 
the Advisory Board of Contract Appeals of the Atomic Energy 
Commission. 

If there is anyone who can tell us how airline mail costs should 
be determined it is Professor Taggart. He says that it is impossible 
to come up with anything that would have any practical value in 
fixing air mail rates. This, of course, confirms the views which 
Ernst & Ernst have expressed to this committee. Except for the 
Ernst & Ernst study, I do not believe the committee has had the 
benefit of any expert witness on this subject, and therefore we have 
asked Professor Taggart to appear before you today and discuss this 
subject of cost apportionment. I think that you will find what he 
has to say of great importance. 

Just as I] am not a cost accountant, also I am not a rate expert. 
I do know, however, as a lawyer that there is a long history of judicial 
opinion on the factors which are proper to be considered in determining 
freight, passenger, and mail rates in all forms of transportation. The 
courts and the administrative bodies have considered costs, to be sure, 
but cost has been considered as only one factor. The value of the 
service always is given prime consideration. Again, in connection 
with the mail rate case before the Civil Aeronautics Board, we wanted 
expert advice on this subject, and we sought out Prof. W. J. Cunning- 
ham. We approached Professor Cunningham because we felt he was 
the best qualified and most competent person in this field. He was 
professor of transportation at the Harvard Graduate School of 
Business Administration for many years before his retirement. He 
has had almost 60 years of experience in transportation both on the 
operating and on the academic sides, and he still acts as consultant 
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on important transportation matters. We thought his experience on 
general transportation problems and his views on rate-making would 
be helpful to your committee, and therefore we have asked him to 
appear before you today, also, and give his thoughts on these subjects. 

| say, however, that if cost is the only factor “considered in air line 
rates, it should be the only factor considered in railroad rates. Some 
witnesses have testified before you that any part of a rate which is 
above what some statistician’s slide rule says is “cost” is really a 
subsidy. If that be true, the present rates for the transportation of 
railway mail may well contain a substantial element of subsidy, since 
the Interstate Commerce Commission has not based these rates 
solely on cost. 1 do not assert that the railway mail rates are subsidy 
rates, but if the committee considers that they are, it should begin 
by labeling the subsidy in those rates before applying such a treat- 
ment to the younger air transport industry. 


VALUE OF SERVICE 


I would like to dwell briefly on a few of the considerations affecting 
the value which should be placed upon the air mail service. 

First, there is the priority accorded by law to the air mail as against 
any other traffic. For example, we estimate that in the year 1948 
more than 16,000,000 passenger seat-miles were blocked for mail loads 
on TWA alone. These seats were blocked at the specific request 
of the Post Office Department, and they represented potential pas- 
senger revenue of about $1 million for that year. Approximately 
the same number of seat-miles were blocked in 1949, and I believe 
that about the same again in 1950. This means that passenger 
revenue is actually lost because of the mail carried. In fact, passenger 
revenue may even be lost when mail is not carried, because seats have 
been blocked in advance for anticipated mail loads which did not 
materialize. 

Second, there is the fact that the flights are scheduled at the request 
and for the convenience of the Post Office Department, and that the 
ideal hours for mail are not ideal hours for passengers. ‘TWA’s mail 
peak is between 2 a. m., and 3 a. m., which obviously is a poor time 
for passengers. The Post Office Department would be the first to 
admit that this isso. In fact, in an article in the March 1951 National 
Air Review, Mr. John M. Redding, the Assistant Postmaster General, 
stated as follows: 

The airlines have discovered that night departures are generally unpopular with 
passengers. Just the reverse is true in the case of mail traffic; midnight dispatch 
of mail is ideal 

Third, there are the special characteristics of the mail traffic, 
involving considerable fluctuation in volume between seasons, and 
by days” of week, together with a marked directional unbalance. 
The following chart illustrates the seasonal fluctuation. 

(Chart B, referred to, is as follows:) 


SEASONAL FLUCTUATION OF MAIL TON MILES 
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This chart shows the mail ton-miles for American, Eastern, TWA, 
and United by months from 1945 to 1950. You will note the peaks 
each December during the Christmas season. In fact, December is 
about 60 percent over the average month for mail. Although De- 
cember is not the peak passenger month, there is a substantial pre- 
Christmas peak of passengers also. It is necessary at that time to 
block additional passenger seats during this period so that the Christ- 
mas mail can be handled. 

Tht ton-miles of west-bound mail on TWA are approximately 35 
percent greater than the east-bound ton-miles. In fact, three to 
four times as many passenger seats are blocked for mail west-bound 
as east-bound. This blocking of west-bound seats undoubtedly loses 
east-bound business for the airlines as well, since if you don’t carry a 
passenger in one direction your chances of carrying him in the other 
direction are considerably decreased. In addition, this directional 
characteristic of air mail means that the cargo compartments east- 
bound are much emptier than they are west-bound. These cargo 
compartments must be operated west-bound to transport the mail. 
The cost of returning empty space in the other direction should 
therefore be attributed to the mail. Although I believe in recent 
months the Post Office Department has stopped paying separately 
identified compensation to the railroads for the return of empty mail 
cars, the railroads are compensated for returning these empty cars 
in their over-all rate. 

We all know that there is relatively little mail on Sundays and 
Mondays and the chart following illustrates this fact graphically. 

(The chart referred to is as follows:) 
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MAIL 1S SUBJECT 
TO EXTREME DAILY FLUCTUATION 
IN VOLUME 


TON MILES OF MAIL TRANSPORTED BY TWA 


BY DAYS OF WEEK DURING SAMPLE PERIOD FEB.AND JUNE 
OF 1949 














Mail {Average Day 
80.57% of Peak Day) 


PERCENT OF PEAK OAY 


wow Possengers Average Day 
94.12% of Peok Day) 





Source : TWA Data Submitted in CAB Docket 2849 etal 


TWA’s mail ton-miles on both Sundays and Mondays are only a 
little over 40 percent of the peak day which is Thursday. The fluctua- 
tion of passenger volume on the other hand, which is shown in the 
broken line at the top, is in a much narrower range. In other words, 
over half of the cargo space which is used for carrying mail from 
Tuesday through Saturday is empty on Sunday and Monday. This 
is a significant factor in airline operations and should be taken into 
consideration in fixing air mail rates. 

These characteristics furnish support for a close relationship 
between the yield for passengers and the return for air mail. [ 
believe that the witness for the railroad industry who appeared before 
you a few days ago indicated that the railroad return from mail was 
less than that for passengers, and I would like to controvert that 
point. He told you that the ton-mile rate for railroad passengers 
was 25.6 cents while for mail it was only 8.6 cents. He didn’t point 
out that the 8.6 cents rate was for all classes of mail—second, third, 
and fourth class, as well as first. 
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The short answer is that the railroads actually receive more pe: 
ton-mile for carrying first class-mail than they do for carrying 
passengers. 

The chart following compares the railroads’ yield from all classes 
of mail with the passenger yield on a car-mile basis. 

(The chart referred to is as follows:) 


MAIL YIELD TO RAILROADS 
EXCEEDS PASSENGER YIELD 
ON CLASS | LINE-HAUL RAILROADS 
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Sources: 1.C.C. Railroad Statistics Annual Report of Postmaster ny ee, 


It shows that after the most recent mail-pay increase received by 
the railroads the yield to the railroads for operating a mail car 1 mile 
is approximately twice the yield for operating a passenger-car 1 mile. 
I want to emphasize that the mail yield on this chart includes the 
yield from all classes of mail: second, third, and fourth classes as well 
as first-class mail. This chart compares the yield on the basis of car- 
miles because railroad mail pay is based on car-miles. 

The following chart makes a comparison of first-class surface mail 
and passengers on a ton-mile basis. 

(The chart referred to is as follows:) 
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POST OFFICE PAID GREATER TON MILE RATE 
TO CARRIERS TO MOVE FIRST CLASS SURFACE MAIL 
THAN PASSENGERS PAID FOR RAIL TRANSPORTATION 


CENTS PER TON MILE 


° 5 10 15 20 25 30 
ee ee ee 


POST OFFICE PAYMENT | | 
FOR TRANSPORTATION 


OF FIRST CLASS MAIL 


Fiscal Year 1949 
Fiscal Yeor 1950 
PASSENGER PAYMENTS 


FOR RAIL 
TRANSPORTATION * 








Colendor Yearsi9 48-49 


ColendarYeaors 1949 -50 


* Excluding Commutation 


Sources: 10.C. Railroad Stotistics, Post Office Cost Ascertainment Reports 


Even on a ton-mile basis the Post Office Department pays more to 
the carriers to move first-class surface mail than passengers pay per 
ton-mile for rail transportation. Since the figures were not broken 
down in the source, the mail figures are for all surface carriers, not just 
the railroads, but the railroads, of course, carry the bulk of the surface 
mail. The difference between the 32 cents ton-mile yield of first-class 
mail and the 8.6 cents ton-mile yield for all classes of mail is explained 
principally by the fact that smaller amounts of first-class mail are 
carried in a railroad car than of other classes of mail. I believe these 
charts should dispel for all time the mistaken notion that railroad mail 
rates are less than passenger rates. 

Another measure of the value of air-mail service is what the air-mail 
users are willing to pay for the service. The general public pays much 
more on a ton-mile basis for a 6-cent air-mail stamp than a passenger 
does for his ticket. Also, the price of an air-mail stamp is twice that 
for a first-class letter. I understand that at present the railroads’ 
yield for transporting first-class mail is about 30 cents a ton-mile, and 
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that the rates which they are requesting in their current mail rate ease 
would yield about 48 cents per ton-mile. Obviously the double price 
paid by the public for air mail justifies a higher transportation return 
to the airlines. 

[t is important, also, to note that insofar as TWA and the other large 
air carriers are concerned, the Post Office is making a profit on air mai! 
even after all allocated costs. The tabulation on the following page 
shows that with the air-mail rates in effect in 1950, the Department 
made a profit on transportation performed by the larger carriers. 

Of approximately $700,000, I might remark parenthetically that 
with the new mail rate which has been placed in effect of 45 cents pe: 
ton-mile, that the profit will be substantially large. 

(The chart marked “F”’ is as follows:) 


POST OFFICE DEPARTMENT MADE A PROFIT 


ON MAIL RATE PAID TO LARGEST AIR MAIL CARRIERS 
DURING FISCAL YEAR 1950 


MILLIONS 
OF DOLLARS 


Domestic Air Mail Revenue 


Deduct: Post Office Expense Except Transportation 
(Includes All Overhead Items).._..____- “ 
Revenue Available For Transportation 
Deduct: Transportation Charge For Surface Carriage 
Of Air Mail 
Revenue Available For Payments To Air Corriers... * 25.0 


Revenue Available For Poyments 
To Four Largest Air Mail Carriers 


in Ratio Of Ton Miles Corried Peeve 21.9 
Actual Payments To Four Largest Mail Corriers__-— 21.2 


Post Ofliee Protil ciccciccucd wr 


Source: Post Office Ascertainment Report, CAB Recurrent Reports 


In the first half of the tabulation we have subtracted from the tota! 
domestic air-mail postage revenue all expenses of the Post Office (in- 
cluding their own allocation of overhead) except payments for aii 
transportation. We have then assumed that the resulting figure o! 
$28,100,000 was applicable to the transportation performed by 1! 
four carriers shown in proportion to the mail ton-miles of these carricrs 
to those of all domestic airlines. This produced a figure of $21,900,000 
This latter amount exceeds, ds I have already indicated, by $700,000 
the mail payments actually made to these four carriers. 
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A further indication of the value which should be attributed to the 
air-mail service is the comparative cost to the Post Office of providing 
the same service with a fleet of airplanes w hich carried mail only—as 
was once done. Qn the basis of past years’ rates, the mail service 
which TWA has provided cost the Post Office Department only 11 or 
12 cents for each plane-mile flown with mail. Certainly no one could 
operate a fleet of airplanes, even the old single-engined mail planes, at 
that figure. 

Actually, with the reduction in air mail rates to 45 cents per ton- 
mile, it will cost the Post Office Department more to move first-class 
mail per ton-mile than to move air mail. The following chart shows 
that the rate payable to the airlines is not quite 13 cents greater than 
the rate payable to the surface carriers, but that the distribution-in- 
transit cost is almost twice as great for surface carriers as for air 
carriers. 

(The chart referred to is as follows:) 


POST OFFICE COST OF MOVING DOMESTIC AIR MAIL 
UNDER 45¢ A TON MILE RATE FOR AIR CARRIERS 


1S LESS THAN COST OF MOVING FIRST CLASS MAIL 


Transportation 
SSS Distribution in Transit 


MAIL COST PER TON MILE 
(non-local) BASED ON FISCAL YEAR 1949 
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Other costs of Post Office (initial and termina! service)cannot be deter- 
mined for non-locol first class mail from Post Office Ascertainment Report 
On basis of total first class mail, per pound and per piece costs of non- 
local first class mail and domestic air mail appear to be about equal. 
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The difference in these costs is primarily the Post Office expense 
of sorting mail on the railway mail cars—an expense that is not 
necessary in air service because its greater speed permits this to be done 
at air mail field post offices. 

The net saving to the Post Office is almost 9 cents a ton-mile. And 
this makes no allowance at all for the greater revenue received by the 
Post Office from the air-mail postage. This is certainly a fact that 
should be taken into consideration in determining the value of the 
air-mail service. 

Even this doesn’t tell the whole story of the comparative advan- 
tages of air and surface transportation of mail. The figures in the 
last chart—and in all preceding charts—are based on the mileage paid 
for the Post Office which is the mileage the mail is actually transported. 
As you all know, airplanes can operate more directly than trains and 
therefore the mileage which the Post Office must pay for to move a ton 
of mail from New York to Chic ago by air is less than to move it by 
rail. 

(The chart referred to is as follows:) 


MILEAGE ADVANTAGES OF AIR MAIL 


PER CENT SAVING 
SEGMENT AIR OVER RAIL 
500 1000 1500 2000 2500 3000 
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The actual saving to the Post Office would therefore be consider- 
ably greater for moving a certain quantity of mail between any two 
given points than the difference in ton-mile costs. 


THE FREIGHT RATE BASIS 


Mr. Prescott of the Flying Tiger Line told the committee that 
initial air-mail rates should be based on an average of air-express 
and air-freight rates. It is quite clear that Mr. Prescott has had 
no experience whatever in the transportation of mail. If he feels that 
air mail belongs in the same category as air freight, he completely fails 
to understand the important function of the air-mail service. 

If the Congress desires that air mail be given the same service as 
air freight, without priority of any kind, TWA for one will be glad to 
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carry it at air-freight rates. Similarly, I hazard a guess that the rail- 
roads will be glad to transport first- ‘class’ mail in “freight service at 
freight rates. I am confident, however, that neither the Congress 
nor “the public would be satisfied with the mail service which resulted. 

All the foregoing considerations lead, I submit, to the conclusion 
that Congress should direct the Civil Aeronautics Board to establish 
“fair and reasonable”? rates as compensation for the transportation of 
air mail, leaving the Board to consider all the proper factors in the 
light of existing circumstances and to give each factor the proper 
weight based on the evidence presented. 


THE PROVISION OF MINIMUM MAIL LOAD 


S. 1657 contains a provision that in computing payments for mail 
transportation a 100-pound minimum mail load shall be assumed to 
have been carried at all times. I am in favor of this principle. It 
recognizes that there is no automatic minimum for mail transportation 
as there is for the transportation of passengers. We feel that & 200- 
pound mail minimum, which would be equivalent to the minimum 
passenger weight, would be more appropriate than the 100-pound 
minimum. 


THE COMMUNITY APPROACH 


The bill introduced by your chairman provides for allocating the 
subsidy over and above compensatory rates to the communities 
receiving the service. I think that this is a statesmanlike approach 
to the problem, and we in TWA wish to compliment the committee 
on the concept. We believe that the Civil Aeronautics Board should 
rely upon this concept in justifying the appropriations before the 


committees of Congress. We are not sure, however, that this require- 
ment need be incorporated in any legislation. It seems to us that the 
Civil Aeronautics Board will follow the expressed wish of this com- 
mittee whether or not such legislation is passed. 


SEGREGATION OF INTERNATIONAL MAIL PAY 


I pass now to the field of international] air transportation which is 
closest to my heart, and to which I have devoted the majority of my 
time for the past 5 years. I confess frankly that the proposals for 
segregation of international sail pay and subsidy have given me 
considerable pause. I believe that the members of the committee 
will agree with me that the problems in this field are most delicate. 

First, the revelation and publication of any amounts of subsidy 
assigned to our international air carriers is quite likely to hinder the 
State Department in negotiation of bilateral air-transport agreements; 
it may even lead to requests by foreign governments for renegotiation 
of some of the present agreements. 

Second, although we all know that the major foreign airlines are 
heavily subsidized, their governments do not reveal any accurate 
figures on the amount of subsidy. 

Third, to publicize subsidy may lead the foreign governments to 
retaliation, and furnish the foreign airlines with ammunition for sub- 
sidy wars on the part of their governments. 

In spite of these and other considerations, I have come to the con- 
clusion that the American public should know the amount of the sub- 
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sidy which they pay to the United States flag international airlines. 
Therefore, I support the proposals for segregation in the international 
field also. 

I would urge most strongly, however, that the delicate problems 
mentioned above make it especially necessary that great caution he 
exercised, not to label as subsidy amounts which are properly com- 
pensatory pay for the United States international carriers. Do no} 
place upon the United States airlines an unfair and prejudicial burden 
in competing with the foreign nationalized carriers and their govern- 
ments. 

Therefore, although I believe that the Civil Aeronautics Boar 
should also be directed to determine fair and reasonable rates for the 
transportation of United States foreign air mail, it must be instructed 
that this rate in no event be less than the compensation paid by the 
United States to a foreign airline for carrying the same type of mail. 

This is elementary justice. If the United States pays its own air- 
lines less than it pays to foreigners , and labels anything above that 
rate as subsidy, obviously it would be subsidizing the foreign airline 
without publishing the fact. This would furnish the foreigne: rs with a 
most unfair competitive advantage against American airlines, to the 
detriment of United States national interest. 

As the committee knows, the air-mail compensation paid generall) 
by governments to airlines of foreign nationality is established by the 
Universal Postal Union, an organization of all the postal administra- 
tions. The Universal Postal Union rate is what TWA or any other 
United States airline receives for transporting mail originating in 
foreign countries. If the United States established an allegedly 
compensatory rate lower than the Universal Postal Union level, the 
effect probably would be to drive down the UPU rate. The result, in 
turn, would be to reduce the substantial revenues received by T\W A 
and other American airlines for the transportation of foreign air mail 
This would save money for the foreign governments, but would cost 
the United States Government money through the necessity of in 
creasing the subsidy paid to its own carriers. 

Obviously, since the UPU rate is what postal administrations pay 
to foreign airlines, there is no intent that it be a subsidy rate, and in 
ms aking. it the floor under any rate to be set by the Civil Aeronautics 
Board the C ongress would be in no danger of having disguised subsid\ 

in it. 

I might say that it is my understanding, that the Postmaster 
General some time ago adopted the UPU rate for the carriage of mail 
on vessels. 

The CHarrman. The UPU rate is used on marine mail? 

Mr. Pierson. Yes, sir. 

The CHarrmMan. That is not exactly a rate, is it; it is a ceiling more 
than it is a rate? 

Mr. Pierson. That is true, but they have always taken the ceiling 
as the rate to date, as a matter of practice. 

One bill before you proposes that in addition to the rates set b) 
the UPU, the United States international airlines be paid oper: ating 
differential subsidies, construction differential subsidies, and ‘‘nationa! 
interest’’ subsidies. I am opposed to this proposal on two grounds: 

First. It is too complicated, and the determination of the proper 
amount of subsidy would be too difficult. 
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Second. Although no accurate data are at hand to permit compu- 
tation of the amount of subsidies payable under this bill, I have a 
fear that they might be unduly large, and therefore in the long run 
react to our detriment. 

It is the constant endeavor of TWA to conduct both its international 
and domestic operations in the most efficient manner and at minimum 
cost. We have succeeded in achieving self-sufficiency in our domestic 
operations. It is our aim to be the first international carrier to reach 
that status. I do not want TWA to be saddled with an automatic 
subsidy which would deprive our people of any incentive toward 
efficiency. 

MISCELLANEOUS PROVISIONS OF BILLS 


I will now comment briefly on a few miscellaneous provisions of the 
various bills before you which I have not touched upon in my pre- 
ceding comments. 

Certain of the bills proposed to give the Civil Aeronautics Board 
authority to fix temporary rates without hearing. I will state simply 
that I am opposed to this provision. 

We have found in the past that temporary rates can be very 
permanent. 

Other bills provide for subsidies to nonmail air carriers. Adding a 
new category of airlines to be subsidized would of course increase the 
total cost to the United States. In addition, the carriers concerned 
obtained their certificates on the claim that they could and would 
operate without any subsidy. Justice does not require that they now 
be granted subsidies. 

Other bills provide that the compensatory payments to the carriers 
should be made from the post-office appropriations, and the subsidy 
from separate appropriations to the Civil Aeronautics Board. I agree 
with the objective, which is that the Board should be required to 
justify the subsidy appropriations before the committees of Congress. 
On the other hand, the requirement for wholly separate appropria- 
tions and separate disbursing staffs seems to me a bad arrangement. 
from the standpoint of Government efficienc y. There is no reason 
why both appropriations cannot be made to the Post Office Depart- 
ment and disbursed by the staff of that Department in accordance 
with the orders of the Board. Simultaneously, the Board can be re- 
quired to justify the subsidy appropriations for the Post Office 
Department. 

NATIONAL DEFENSE 


Before closing, I would like to mention one point that seems to be 
taken too much for granted these days and that is the contribution 
which the airline industry and the Civil Aeronautics Act have made 
to the national defense. When the Civil Aeronautics Act was passed, 
national defense was written in as one of the major objectives. The 
contribution which the airlines could and did make to national 
defense was accorded its proper significance in the early years of the 
act. I am afraid some people are now trying to be little this and to 
imply that the airlines’ part in national defense is just like that of 
everyone else. 

The contribution which the airlines made during the Second World 
War is a matter of record and I do not intend to take your time today 
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to attempt to retell that story. In fact, I feel that this is something 
that has been told so often that people begin to consider it of no im- 
portance for that very reason. However, I am sure that you gentle- 
men who know that story will not forget this national defense aspect 
of air transportation and will remember that this could not have been 
accomplished if Congress had not had the wisdom in 1938 to adopt 
legislation with that very purpose in mind. I am sure you will not 
let those who for selfish reasons would like to belittle this aspect of 
the act and the industry get away with it. 

I was particularly pleased to read Representative Carl Hinshaw’s 
testimony before your committee and to note his very positive reac- 
tion when the chairman told him that the Defense Department had 
advised the committee that it was not possible for it to place any 
specific monetary value on the contribution of the airlines to national 
defense. The chairman himself pointed out in these hearings that in 
addition to the direct contributions of the airlines in planes, know-how, 
pilots and other personnel, they have between wars really kept the 
aircraft manufacturing industry alive. Certainly, if it had not been 
for the planes ordered by the airlines, it would have taken us much 
longer to get into military production. 

In my preceding testimony I have not endorsed any particular one 
of the bills before you. None of them quite meets the standards | 
have suggested. I believe the legislation enacted should direct the 
Civil Aeronautics Board to specify how much of the payments received 
by the airlines is compensation for transporting the mail and how 
much for subsidy. The Board should be directed to establish the 
compensatory rate at a fair and reasonable level, considering all the 
relevant factors. In the international field, the compensatory rate 
should be at a fair and reasonable level, not lower than the highest 
rate paid by the United States to any foreign carrier of United States 
mail. 

L thank the committee for giving me the time to present these 
_ Views. 

The Cuarrman. We thank you, Mr. Pierson. Senator Bricker, do 
you have any questions, or observations? 

Senator Bricker. No. 

The CHarrMAN. You say you have two witnesses who are going to 
testify? 

Mr. Prerson. Yes, sir. Professor Taggart and Professor Cunning- 
ham. 

The CuatrMan. We will be very glad to hear them. We thank 
you again. 

Mr. Prerson. We will now hear from Professor Taggart. 

The CHarRMAN. You may proceed, sir, 


STATEMENT OF HERBERT F. TAGGART, PROFESSOR OF ACCOUNT- 
ING AND ASSISTANT DEAN, SCHOOL OF BUSINESS ADMINIS- 
TRATION, UNIVERSITY OF MICHIGAN 


Mr. Taaeart. Mr. Chairman and members of the committee, my 
name is Herbert-F. Taggart. I am professor of accounting and assist- 
ant dean of the School of Business Administration of the University 
of Michigan. 
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I have given consideration to the provisions of Senate bill 1657 and 
the other bills which have been introduced for the purpose of estab- 
lishing and regulating the compensation of the airlines for carrying 
air mail. I have been particularly concerned about the clause in 
some of these bills which would provide that air-mail rates ‘shall 
in no event exceed reasonable and necessary cost to the air carrier 
* * * of the mail-transportation service rendered * * * = in- 
cluding a fair return.’”’ I have also given thought to the proposals 
such as those in S. 1137 and S. 436 which would require the carriers 
to keep their accounts in such a way as to allocate expenditures 
among the services rendered. 

Such provisions place on the carriers the obligation to determine 
the cost of carrying air mail and on the Civil Aeronautics Board the 
responsibility for establishing the methods of making such determina- 
tions and the duty to see that the carriers follow these methods and 
to audit the results. Because of the character of airline operations 
no such determination is possible, and any figures purporting to 
represent such cost which might be prepared as a result of such 
legislation would be misleading and fallacious. There does not exist 
any method for determining the cost of carrying mail or passengers 
or any other individual service where all services are performed 
jointly. oe a 

This conclusion is based on the fact that these services are joint 
products of the operation of an airline. It is a recognized cost- 
accounting principle that it is impossible to make an objective de- 
termination of the individual costs of joint products. It is also 
thoroughly understood that, where arbitrary methods of allocating 
common costs are used, the resulting figures are in no case indicative 
of what the prices of the joint products should be. As a matter of 
fact, the most commonly used arbitrary method makes the cost allo- 
cation depend on the prices received for the products, and not vice 
versa. 

The statement that there is no objectively determinable cost of 
joint products may seem surprising in view of the high degree of 
development of cost accounting in manufacturing and service indus- 
tries and in view of the fact that joint-product industries, such as 
meat packing and oil refining do in fact make computations of the 
cost of their individual products. 

It is well known that manufacturers of such products as furniture, 
machinery, paper, and so forth, follow recognized and reasonably 
adequate methods of determining the costs of their several products. 
Although there are many differences in matters of detail, no cost 
accountant would deny that satisfactory methods exist for a fairly 
accurate determination of the cost of a table, or an airplane, or a book. 

Why, then, is it not equally possible to ascertain with reasonable 
accuracy the cost of a pork chop, a gallon of gasoline, or of carrying an 
airline passenger from Washington to New York? The reason is 
found in the fact that the meat packing, oil refining, and airline in- 
dustries are joint-product industries. That is, their several products 
are produced simultaneously by the same men, the same plant and 
equipment, and the same production mate ‘rials and supplies. 

In the typical manufacturing concern, such as a furniture factory, 
a workman is engaged in making only one product at a time—a chair, 
a table, a bed, or an identifiable | part thereof. Materials are typic ally 
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purchased for specific products and find their way into those 
products. The clerical processes of tracing the cost of labor and ma- 
terials into specific products are simple and accurate. Similarly the 
machines and the equipment are commonly engaged in producing 
only one product at a time, and the hours devoted to each product 
can be accurately measured, so that the costs of keeping the machines 
in operation can be assigned to products on a time basis. Common 
costs, such as supervision and space costs, while not directly charge- 
able to particular products, can be allocated on the basis of time spent 
by workmen and machines, or the amount of material used, as may 
be ermente in each case. 

The CuatrMan. Is it possible to determine the over-all costs of an 
operation? You were talking about breaking them down 

Mr. Taacarr. The over-all transportation costs; ves, sir. 

The CHarrMAN. That is not too difficult? 

Mr. Taaecart. No, not at all. 

The Cuarrman. Then if instead of breaking it down into mail and 
passenger and express and freight, suppose you break it down into 
units of pounds because after all that is what you transport—it is 
pounds—-you have a capacity of pounds, you have some problem of 
space, but it is mostly pounds transported, except in very bulky 
articles—would that not be possible? 

Mr. Taacaart. You can determine an average pound, yes, sir; [ 
point that out later in my statement. 

The CHarrMAN. All right. You may proceed. 

Mr. Taaeart. In contrast to this situation, the workman in a 
joint-product industry is engaged in producing two or more products 
at the same time, with the same equipment and the same raw material. 
The refinery worker is using oil-refining equipment to produce 

gasoline and fuel oil and other products simultaneously from a common 
canary of crude oil. The packing-house worker, during the joint- 
product state of operations, is producing pork chops and pig hocks 
and all the other products of a hog from a common raw material and 
with the assistance of common plant and equipment. Likewise the 
airplane pilot is flying mail, express, and freight, as well as passengers, 
with a single plane, which has been prepared for flight by a ground 
crew and 1s maintained by a maintenance organization whose costs 
are common to all the services rendered by the airline. 

It is, literally, impossible to make an objective separation of the 
costs of the several products of a joint-product industry. It is possible 
of course, to arrive at an average cost per pound of a butchered and 
dissected hog, or an average cost per gallon of gasoline, fuel oil, and 
the other produc ts of an oil refinery. Similarly one can compute the 
average cost per ton-mile of the services rendered by an airplane, but 
the figure is just as useless as the other average unit costs cited when 
an attempt is made to apply it to the individual services rendered. It 
is a mathematical abstraction, like the average height of the men in this 
room, or the average length of time it would take them to run a mile. 
Such averages are applicable to the individual members of a group 
only by accident. They are entirely valid as applied to the group as 
a whole, but wholly invalid when applied to any individual. If, for 
example, the average length of time required by the men in this room 
to run a mile were 10 minutes, it would be obviously false to reason 
that therefore I could run a mile in 10 minutes. 
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The fallacy of applying an average cost to an individual product in a 
joint-product industry is at first glance not so obvious, but it is just as 
real. It becomes evident chiefly at the crucial point of applying cost 
to the price-making process—the very problem here under considera- 
tion. A pound of hamburger weighs just as much as a pound of 
tenderloin, and it is doubtless just as nutritious. In terms of average 
cost, the pound of each product costs the same, but the butcher does 
not try to sell them for the same price. He would be very unhappy to 
get only the average cost for the tenderloin, and his stock of ham- 
burger would remain unsold if he tried to get average cost for it. 

What the butcher wants to get for his productive efforts is a series 
of prices for his products which will adequately compensate him for 
his costs in total. If the demand for one particular cut of meat falls 
off and the price declines, he cannot stop producing that cut; he tries 
instead to get more for the balance of the animal. Only if the total 
return falls short of his requirement does he cease to produce, and then 
he stops entirely. The current conflict of interests with respect to 
beef prices is a good example of what happens. The packers do not 
claim that they are not being compensated for steaks or hamburger— 
they would have no way of knowing this, even if they were interested— 
their complaint is that OPS prices do not permit them to be adequately 
compensated for their entire operations. 

Senator Bricker. They have more complaint than that. 

Mr. Tagearr. I understand that, Senator, but from the standpoint 
of just a straight consideration of cost as compared to price it is the 
over-all price that they argue does not cover their over-all cost. 

It may be objected that packers and oil refiners do in fact compute 
costs of their several products and use these costs for subsequent 
accounting operations, such as for valuing inventories. This is per- 
fectly true. The method most commonly used for this purpose is one 
which computes the costs of the several products as a function of their 
respective selling prices. Thus, if a choice cut of beef sells on the 
market for twice the price of a cheap cut, it will take twice the cost per 
pound. Costs thus computed, however, are obviously not usable for 
setting prices; instead they themselves are set by prices. No one 
claims that the costs so computed are the real costs of the products in 
question; they are merely figures convenient to use for inventory valua- 
tions and other accounting computations. If anyone had a stock of 
airline services on hand which he wished to value for purposes of taking 
inventory, he might well use this method, providing he had previously 
established prices to guide him. 

Cesaminnale a joint-product situation exists where a_ physical 
measure of average costs can be used in place of the sales yield measure 
for computing inventory costs of the separate commodities. In such 
a case an average cost per pound or per gallon, and so forth, would 
be used in place of the cost per sales-yield dollar. This procedure 
will give results sufficiently satisfactory for inventory valuation and 
similar purposes when the resulting valuations are all less than selling 
prices, so that the inventory valuation will not exceed the amount for 
which it can be disposed. Again it must be pointed out, however, 
that the sales prices in these cases are determined irrespective of the 
costs of particular products. The “costs” so computed would be a 
most unreliable guide for pricing policy and are not in fact so used. 
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Again, no one thinks of these “costs” as the real costs, but only as 
convenient figures to use for subsequent accounting operations. 

The view that it is impossible to make an objective determination 
of the costs of joint products is widely shared by economists, account- 
ants, and governmental authorities. It would be easy to cite such 
views at great length. As mere samples, however, I should like to 
present only a few. 

Economists in general regard the problem as insoluble. For 
example, Prof. Fred M. Taylor, from whom I learned my first eco- 
nomics, says (p. 345, Principles of Economics, published by Ronald 
Press, 1921): 

In cases like these (referring to oil refining, dairying, coal distillation) it is 
impossible, save in very small measure, to isolate the share in the cost of produc- 
tion which is properly chargeable to each of the several products. 

The price principle which therefore applies, according to Taylor, 
is as follows: 


The price of each of the individual products must tend to be that price which 
expresses the marginal significance of the quantity of that particular product 
which is put upon the market; while the money value of the whole group of 
products must equal their cost of production. 


Accountants are in general agreement with the economists when 
they discuss this problem. The well-known public accounting firm 
of Ernst & Ernst, in a report to Senator Johnson dated January 18, 
1950, made the following statement: 

The greater portion of operating costs are joint costs applicable to all services 
and it should be recognized that a specific cost separation between those applica- 
ble to transportation of mail and other services is impractical. 

Many accounting textbooks confine themselves to a discussion of 
the several conventional methods of arriving at cost figures for joint 
products to be used for inventory valuations and other accounting 
operations. Where they face up to the question as to whether a true 
cost can be ascertained, they agree that this is impossible. For 
example, Howard C. Greer in Packinghouse Accounting (published 
by University of Chicago Press, 1929, for the Institute of American 
Meat Packers), speaks as follows of industries which produce a major 
product and byproducts: 


While it is possible to determine the aggregate cost of allthe products * * * 
it is impossible to determine the cost of each product individually (p. 43). 


Later on he says; 


Distinguished from the foregoing are operations producing joint products, no 
one of which may be considered a major product. Here, also, it is possible to 
compute the aggregate cost of all products produced, but quite impossible to 
determine the cost of any one individual product. Hence, the principal function 
of cost figuring for this type of operation is to give expression to the relation 
existing between the aggregate cost and the aggregate value of all the products. 

Accountants’ Handbook, third edition, edited by William A. Paton, 
published by Ronald Press, 1942, says (p. 288): 

Wherever more than one product is obtained from common raw materials and 
common processes a special problem arises—that of allocating the common costs 
to the several products. Ideally each product should be charged with its actual 
share of these costs, but practically no such share can be determined. 

[Italics supplied.] “ 

I myself have done considerable work in real estate subdivision 
accounting. In that situation listed selling prices are the only logical 
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basis for distributing total cost, including cost of i improvements, among 
lots, wherever there are material differences in loc ation, desirability 
or other features. A subdivision is, of course, a joint- -product enter- 
prise. 

Similarly James H. March, in Cost Accounting, published 1949 
by McGraw-Hill Book Co., says (p. 34): 

Market values or realizable values arefenerally employed in making alloca- 
tion of joint costs to the various products. The use of market values for this 
purpose may appear to be putting the cart before the horse, but it is not. The 
businessman who purchases raw material for processing expects the income from 
the sale of all the resulting products to compare favorably with the total cost. 
Otherwise he would not make the purchase. Market value is therefore a cost- 
determining factor. 

This method, of course, negates cost as a price determinant, since 
cost is itself determined by price. 

Over a period of many years the Interstate Commerce Commission 
has required railroads to break down operating costs between passenger 
service and freight service, and attempts have also been made to 
allocate costs within the freight service among commodities and in the 
passenger service between passengers, express, mail, and other ser- 
vices. One might suppose that, in view of all the accounting talent 
available to the railroads and the Commission, a reliable answer would 
have been arrived at if such an answer were possible. However, in the 
Railway Mail Pay case (214 1. C. C. 66, No. 9200) the Commission 
has the following to say about the allocated cost of carrying mail on 
passenger trains: 

The cost computed in the manner described is a hypothetical cost and not an 
actual cost. 

As a result of this conclusion, the commission refused the railroad’s 
petition for higher pay. The Supreme Court in 1949, reviewing the 
same case, and upholding the Interstate Commerce Commission’s 
action (U. S. v. Jones 336 U.S. 641), made the following statement: 

Railroad accounting does not, and concededly cannot, accurately reflect actual 
operating costs of each type of service rendered. 

After discussing the fallacies involved in the whole concept of 
determining the cost of a single airline service, it is well to turn to the 
purely practical effects of the proposal to set up bookkeeping methods 
for allocating expenditures among the several airline services. It is 
impossible to conceive of the airlines adopting such bookkeeping 
procedures voluntarily, since they could serve no useful business 
purpose, and business managements are singularly loath to increase 
clerical staffs unless some useful information is the result. Precisely 
how many additional clerks would have to be employed is a matter 
for speculation, but it can hardly be doubted that the number would 
be substantial. Mr. S. G. Tipton did a little speculating along these 
lines in his testimony before this committee. One point he did not 
bring out was that the cost of this additional bookkeeping operation 
would not have to be allocated, since it would be a direct charge 
against air-mail revenues. At any rate, the results could not possibly 
serve any other purpose. 

Another aspect of the adoption of any such requirement which 
should be of concern to the committee is that the necessary super- 
vision and checking of this work will add to the duties of the Civil 
Aeronautics Board and necessitate additional personnel and addi- 
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tional drain on the taxpayers. If the purpose to be served were a 
useful one, the proposed increase in the overhead costs of the airlines 
and the Government might be justified, but the character of the cost 
figures obtainable from any such prescribed bookkeeping system 
would be so questionable that their value would be negative. 

It may seem out of character for an accountant to argue against 
the employment of more accountants, or for a school teacher to com- 
plain about a proposal which would furnish a greater market for his 
product. It is a fact, however, that accountants dislike to see useless 
accounting work performed and that school teachers perfer to see their 
students take jobs which result in some improvement in human 
welfare. Both accountants and school teachers, incidentally, are users 
of the air mail and taxpayers. 

To summarize: It is true, of course, that total common costs of 
operating an airline service may be divided by the number of ton-miles 
or other physical unit of all specific services rendered and an average 
ton-mile ‘cost’? may thus be found. If the prices of airline services 
were determined in free competition, it would be absurd for airline 
operators to regard such a “cost” as indicative in any way of thi 
price which ought to be asked for particular services. Recognizing 
that the rendering of all the services is necessary for the airline’s 
economic existence, they would be chiefly concerned, as far as indi- 
vidual services are concerned, with factors of demand, and what 
effects proposed price schedules would have on demand. Prices 
would be adjusted accordingly. Their only concern with cost would 
be that total revenues should cover total costs and leave some sort of 
return for risk of capital. To this statement there is one small excep- 
tion: If the revenue from any particular service fell below its separate, 
out-of-pocket costs—if, for example, passenger revenues failed to 
cover the cost of selling tickets and the other distinctive passenger 
costs—such service would be discontinued. In actual fact, of course, 
the airlines are not in a position to discontinue any service, no matter 
how unsatisfactory they may regard the rate of pay. 

The operating costs of a typical airline are more than 80 percent 
common to all services and less than 20 percent identifiable with any 
particular service. By far the preponderance of the identifiable costs 
pertains to passenger service, and only a very small fraction of total 
costs can be identified-as belonging to the mail service. What a law 
requiring the determination of air-mail costs would do, therefore, 
would be to result in a cost which would be 1 or 2 percent actuality 
and 98 or 99 percent conjecture or speculation. Such a cost is remi- 
niscent of the well-known receipt for rabbit sausage, which is composed 
of one rabbit to one horse. 

And is nevertheless called rabbit sausage. 

It may be argued that horse meat is just as nutritious as rabbit, 
and that the purchaser of rabbit sausage is not being cheated if he 
is informed of the actual composition of what he has bought. It may 
be argued that similarly it does no harm to concoct a synthetic average 
cost of air-mail service, provided everyone is aware of the fact that 
95 percent or more of the total is pure speculation and wholly unre- 
liable. The difficulty is that such so-called cost computations take 
on an air of accuracy and reliability which causes them in the course 
of time to be taken seriously even by those who are wholly aware o! 
their dubious origin. To those who are not accountants or statis- 
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, 

ticians a ton-mile cost of airline service which is stated in apparently 
exact terms, such as so many cents, with a decimal point and three 
or four digits beyond the decimal, assumes a deceptive appearance of 
scientific reliability which it is almost impossible to destroy. Even 
the initiate is likely, in the course of time, to think of such a hypo- 
thetical cost as the real cost if it is constantly referred to as cost. 
This phenomenon is something like the “big lie’ technique, as prac- 
ticed by Hitler and Stalin. No matter how obvious the lie at its first 
utterance, it comes to be believed after constant repetition. 

It should not be presumed from all this that cost accounting is not 
useful to the airlines or that it would be of no utility in the regulation 
of air mail rates. The real utility of cost accounting is the light it 
throws on the effectiveness of management. A well-managed airline 
will have the most complete and accurate record of the cost of carrying 
on its various operations—the cost of operating planes of various 
types over specific routes, the cost of the many maintenance operations 
which are performed on engines and airframes, and many other 
similar cost computations. These cost accounting operations will 
include detailed comparisons of recent costs with those experienced 
in the past and of actual costs with estimated or standard costs. 
Such cost analysis is vital to the formulation of adequate managerial 
policies and the administration of the airline’s business. It has no 
relationship to the prices charged for the airline’s services, however, 
nor does it disclose the cost of such services. 

In connection with air mail rates, an analysis of airline operating 
costs will help to disclose whether the line is being operated efficiently. 
It would help in exposing the fallacy of a claim for increased rates 
based on increased costs if the actual cause of increased costs were 
inefficiency. Although the rates must initially be set on the basis of 
considerations other than the cost of the service, justifiable increases 
and decreases in over-all operating costs may indicate desirable in- 
creases or decreases in rates. 

To return once more to the original thesis: If the airlines were free 
to determine their own price policies in a free market for their serv- 
ices, they would not, because they could not decide on the price to 
be asked for an individual service on the basis of its cost. Their 
accountants would be wasting their time and their employer’s money 
if they attempted the impossible task of making cost computations 
of this sort. It would be a mistake for the Congress to require that 
airline accountants and Government personnel waste time on any 
such remunerative activity. The time of everyone concerned would 
be far better spent in helping the airlines to operate efficiently so that 
the real purposes of Government regulation and support of airline 
operation may be accomplished. 

The CuarrmMan. Thank you. 

Are there any questions? 

Senator Bricker. No. 

The CuarrmMan. Well, I still come back to that original observa- 
tion that if the over-all costs of airline operation may be determined, 
and you even say that it is possible to determine the costs of trans- 
porting a ton 1 mile, then it would seem to me that vou could reduce 
it to the unit of pounds and go from there to whatever you were trans- 
porting, whether it were freight, express, mail, or passengers, and get 
a reasonable figure. 
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Perhaps when you were through you would have an average, as 
you suggest, and perhaps your figures would lack something in ac- 
curacy, but at least they would approximate the cost. And espec lally 
when you approximate the actual and correct figures and when _ 
know the percentage of passengers carried, that is, in pounds, 
trips, to the mail and to the express and to the freight, it seems to a 
that you might very well arrive at an educated guess, at least; that 
is, as to what it would cost for transporting mail. 

You would, of course, have to take into consideration the extra 
care and attention that you give each class that is being transported. 
You would have to give some attention to the space that each occupied 
and all of that, but it does seem to me that it would not be com- 
pletely guesswork to arrive at an average cost of transporting mail, 
if you knew all of these factors. 

Mr. Tacearr. That is perfectly true, of course, that averages are 
a useful concept. Suppose, for example, that the average height of 
a man is 5 feet 8 inches. If you told that to someone who had never 
seen a man, for instance, he would not expect when he opened his 
eyes and saw a man, to see a giant 10 feet tall. He would not expect 
to see a midget 2 feet tall. He would expect to see a man somewhere 
within the general range of 5 feet 8 inches, and he probably would be 
about right, but it nevertheless is wrong to say that just because the 
average height of a man is 5 feet 8 inches that therefore any indi- 
vidual man is 5 feet 8 inches. And it is similarly true in this par- 
ticular case. 

You can determine the cost of a ton- or pound-mile or cubic-foot- 
mile, or whatever other physical unit you wish to use—you can 
determine the average cost of everything that is carried by the 
airline. There is not any question about it. It is a useful concept. 
I would not say that it is not, but it is useful only as a starting point 
and not as the end result. 

And as I understand it, S. 436 particularly, and to a somewhat 
smaller extent, I believe, S. 1137, prescribe that the cost ascertained 
by some formula to be developed shall be the guiding star—it shall 
be the only thing taken into account. Cost cannot ‘be determined 
that accurately in this instance. That is the difficulty with this 
type of legislation. 

The CHarrMAN. We realize the imperfections of any plan that one 
might undertake to ascertain the actual cost. 

Mr. Sweeney. Professor Taggart, I want to raise a question along 
that line. What is wrong really with using average costs as the basis 
for the prce or rate when the Government is buying the service? 
Does not the Government usually buy services on a calculated cost, 
plus a reasonable profit basis? Why should that not be proper in this 
case? 

Mr. Taacart. Well, it probably would not be wrong to use the 
actual cost, if the actual cost were ascertainable. The Government 
does purchase many things on the basis of actual cost. It buys air- 
planes, for example, on that basis, and many other things. 

The CuarrmMan. The Government buys automobiles in that way. 
They buy a great many, maybe more than actually needed, but 
nevertheless they buy a great many, and the price they pay for them, 
that is, the basis is that for which the automobiles are being sold to 
private persons. 
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Mr. Taaeart. In general, that is true. Of course, in buying a 
standard product like automobiles, the usual system is to use a bid 
basis and the prices are set by the manufacturers more or less roughly 
in proportion to what they would sell them to private individuals for, 
and in view of competition. They presumably take their costs into 
account to the extent that they want to make sure that they do not 
sell them for less than cost. 

The CHarrMaANn. Then, if the Government finds out that the airlines 
are transporting express from New York to Washington for a certain 
figure on a pound basis, what is wrong with the Government using 
that rate that has been given to private people in arriving at a just 
rate for the job that it wants to give to the airlines? 

Mr. TaGcGart. It would be all right if the Government were using 
the air express to pay the normal air express rates, presumably, but 
air mail is something else. 

The CuarrMan. There might be a little difference in the cost to 
the airline in transporting air express, but the differences would not 
be great. They would be very similar. 

Mr. TaaeGart. Well, the differences are extremely difficult to meas- 
ure. They are important. 

The matter of priority, of course, of the air mail over all of the points 
of traffic is an extremely important characteristic of air mail which 
it is almost impossible to measure in terms of dollars and cents costs. 

You can point out instances of costs that are attributable to that, 
and the blocking out of passenger seats that Mr. Pierson referred to, 
for example. It is very difficult to measure the actual cost of that 
except in terms of revenue foregone, which he did. 

The offloading of freight which frequently has to be done, the cost 
of handling that freight off the airplane and storing it, and back on 
to the airplane in order to make room for air mail. Again, that is a 
cost of air mail priority which in the individual instance can be meas- 
ured reasonably well, but over the whole area of airline services it is 
extremely difficult to measure. 

And the directional unbalance and the seasonal unbalance and the 
daily unbalance which greatly exceeds the unbalance in passenger 
traffic. 

Those are all differences between air mail and these other services 
which result, everyone knows they are bound to result in differences in 
costs, but these differences are extremely hard to measure. Even an 
informed guess is pretty difficult to make. 

All of the methods of determining air mail costs that I have seen— 
fairly substantially the method used by the CAB—do not take those 
factors into account adequately. 

The CHarrMan. I have ridden on planes that were blocked off for 
express, and I have ridden in planes where seats were blocked off for 
mail, but express or freight has priority also, as well as mail. 

Do you have anything further to add to your statement? 

Mr. Taaeart. No; thank you. 

The CuarrMan. All right. We will hear now from Mr, William J, 
Cunningham. 

You may proceed, sir. 
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STATEMENT OF WILLIAM J. CUNNINGHAM, RETIRED PROFESSOR 
OF TRANSPORTATION, HARVARD GRADUATE SCHOOL OF 
BUSINESS ADMINISTRATION 


Mr. Cunnincuam. Mr. Chairman and members of the committee: 
My name is William J. Cunningham, retired professor of transpor- 
tation, Graduate School of Business Administration, Harvard 
U niversity. 

As I see it, the prime objective of the bills before you is to separate 
into two parts the total air mail payments made by the Post Office 
Department to the air carriers. The first part would be the fair and 
reasonable compensation to which the carriers are entitled for air 
mail transportation service; the second part would be the subsidy 
payments made under section 406 of the Civil Aeronautics Act to 
insure the maintenance and continued development of air transpor- 
tation in the interests of national defense, the postal service, and 
foreign and domestic commerce. 

Senator Bricker. Do you appear here in your own right or for the 
carriers? 

Mr. CunninGuam. I testified for TWA in the CAB hearings a week 
or two ago, and counsel asked me if I would give to this committee the 
views that I expressed at that time to the CAB. 

The CuatrMan. Mr. Pierson, in his testimony, made that clear. 

Senator Bricker. I notice that he did about Mr. Taggart, but | 
did not know as to this gentleman. Thank you very much. I just 
wanted to cover that. 

Mr. Cunnincuam. In my opinion the division of air mail pay- 
ments, so that the subsidy element would be shown separately, is 
highly desirable. The returns then would show how much of the 
total payments were for air mail transportation and fairly chargeable 
to the Post Office Department, and how much were for the continued 
development of air transportation and fairly chargeable to national 
defense and commerce. A true comparison could then be made 
between the cost of mail carriage by air and by surface carriers; a 
sound basis would be available on which to base the air mail postage 
rate; the extent to which the individual carriers are dependent on 
subsidy would be revealed; and the available data would be of value 
in determining whether certain marginal carriers should or should not 
be continued in operation. 

While I am thoroughly in accord with the primary purpose of 
these bills, I seriously question the advisability of either attempting 

to base rates on so-called cost or of setting definite rates by con- 
gressional enactment. 

I would like to address myself first to cost ascertainment and the 
use of alleged cost of service as the measure for the air mail rate. 
I have had a long and extensive experience in the preparation of 
so-called cost exhibits in railroad rate cases, railroad organizations, 
and railroad branch line abandonments, and I speak with assurance 
when I say that the figures in such exhibits are not true costs. They 
are a combination of direct or allocated costs and of joint costs which 
are apportioned. The joint costs, which are apportioned, are about 
two-thirds of the total. Allocated costs are those which are definitely 
known in amount and are caused by and directly chargeable to the 
traffic under study. Examples of allocated costs in a railroad passen- 
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ger rate case would be the wages of the crews of the passenger train 
or the cost of maintaining and operating a station used exclusively 
by passengers. An example of apportioned cost is found in the cost 
of maintaining the tracks, bridges, other structures, and signals, all 
of which serve all classes ‘of trains. These must be apportioned on 
some reasonable basis which, in the judgment of the accountant, 
represents relative use or demand. 

I may interpolate that I am using two words where most of the wit- 
nesses before you have used one, the single word “alloc ration.” I 
differentiate between “allocation” and “apportionme nt.” 

Allocation is the assignment of costs without division or treatment 
of any kind, such as in air mail or in air express, the cost of meals and 
stewardesses are allocated to the passenger service. They are not 
subjected to any refinement, whereas the cost of the pilot has to be 
apportioned between differe nt classes of service because he serves all 
classes of service, whereas the stewardess serves only the passengers. 

So I use “allocation” for those definite costs which may be assigned 
and “apportionment”’ for those costs which must be split up under 
some formula or method which appeals to the accountant or the 
statistician. 

With railroads the direct costs which may be definitely allocated to 
any Class of train or traffic are about one-third of the total, and the 
joint costs, which must be apportioned, are about two-thirds. Thus 
the combination of the two elements in the final figures is about one- 
third fact and about two-thirds opinion. It is little more than a 
‘mathematical photograph of the witness’ sense of justice. 

I borrowed that phrase from Allen S. Olmsted, from the January 
1916 Annals of the American Academy of Political and Social Science. 

It is not what the traffic costs but what the witness thinks it ought 
to bear. 

The Cuarrman. There are a lot of differences in opinion, but opin- 
ion need not always be in error. Opinion may come very close to 
mathematical certainty. It all depends on what the opinion is based 
on and whose opinion it is. 

Mr. CunniINGHAM. I agree with you, Senator, but I intend to say 
later on that twe equally ‘qualified men with an equal extent of objec- 
ioe in their search and efforts to make the figures tell the truth will 

ach different results because their minds work differently on some of 
the complicated questions. 

For example, in a railroad rate case, how are we to divide the cost of 
maintaining way, structures, and structures between the passenger 
and freight service? That is a very difficult problem. 

In the early days when Professor Adams was the statistician, he 
required such a division and said that the maintenance of way ex- 
penses should be divided on the basis of train-miles, the passenger 
service bearing the proportion of the total. At that time it was a fair 
average. The figure could not be objected to too strongly because 
the passenger train and freight train were about the same length and 
there was not a great deal of difference in speed, but in the de ‘velop- 
ment of freight trains the ‘y have increased in weight and length, and 
passenger trains in speed. And the quality or standards of mainte- 
nance are determined almost entirely by the safety of the passenger 
train which runs at high speed and requires easier curves than the 
freight train at lower speeds. 
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So the train-mile basis is not sound. 

Somebody suggested a car-mile basis, but that overloads the freight 
side and favors the passenger side. 

During my railroad experience, when I was on the Boston & Maine 
Railroad, I had charge of the preparation of studies to show what it 
cost to carry mail which was known as the Boston milk case, and | 
tackled that problem and reached the conclusion that the fairest basis 
for the division of maintenance-of-way costs was the amount of fuel 
consumed in each of the two classes of service. 

The proportion of fuel burned in freight service would be the charge 
to freight service and the proportion burned in passenger service 
would be the charge to the passenger service. The theory being 
that weight and speed combine to make horsepower, and fuel con- 
sumption is proportional to horsepower developed. 

The freight train burned a lot of coal for the heavy train, but the 
passenger train burned much more coal per unit of weight because of 
the high speed. It seemed to me to be a natural statistical basis for 
the division of costs, and I used it. 

Dr. Lorenz was then Director of Statistics of the Interstate Com- 
merce Commission and he was intrigued with that new basis. And 
after the First World War the Interstate Commerce Commission 
revived its requirement as to how these expenses should be separated 
between freight and passenger service. He asked me to talk with 
them about it and use the fuel basis, and it continued in use for several 
years. 

Then there was criticism against the railroads because their pas- 
senger losses were so high. Senator Johnson mentioned that in 
reading some of the record of this committee that it was $600,000,000 
or $700,000,000 a year. And the railroads said that one reason for 
that is that the separation of expenses between the freight and pas- 
senger services is phony, it,is not real, particularly on ‘Maintenance 
of way. 

And they said that the fuel basis was too theoretical and that it 
ought to be the weight of the locomotive ton-miles of locomotive, and 
the Interstate Commerce Commission let the railroads have their way 
on that and changed the basis. 

I have forgotten which year that was done. It has destroyed 
partially the continuity of comparison, because the weight of the 
locomotive basis results in a lower charge to the passenger service, 
which was what the railroads wanted, so as to minimize this reputed 
loss. 

In that case the manipulation of the figures apparently reduced 
the passenger deficit $100 million a vear, or something like that. 
Actually, it did not reduce it a cent, but on the face of things, the 
basis used by the statisticians changed the picture in a substantial 
degree. 

I am not saying that anything was dishonest about it, but the 
statistician by the choice of method can influence the results which 
his formula brings. 

In the case of ascertaining cost of moving air mail the difficulties 
are even greater than in a railroad rate case because the airline's 
percentage of joint costs is greater. The exhibits which purport to 
show what it costs the airlines to carry mail have no more than 20 
percent in definite fact and about 80 percent based on judgment used 
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in apportioning joint costs. Two equally qualified men, both approach- 
ing objectively the task of persuading figures to tell the truth, might 
be far apart in the final results because of honest differences in opinion 
as to how certain joint costs should be apportioned. 

In railroad rate making the cost of service element is rarely of 
prime importance except in what are known as “‘revenue’’ cases in 
which revenue needs require a general advance in rates (such as those 
recently granted by the ICC) and in the making of subnormal com- 
modity rates, when the commodity will not move except under very 
low rates and care must be taken to make sure that the subnormal 
rate will be at least slightly above the direct or ‘out-of-pocket’ cost. 
In the so-called ‘‘revenue”’ cases it is not difficult to ascertain the cost 
of service as a whole inasmuch as little apportionment of joint costs is 
necessary. Likewise, in the fixing of subnormal rates the direct or 
“out-of-pocket”’ costs are easily found with practically no apportion- 
ment. In the general run of railroad rate making, factors other than 
cost ordinarily outweigh cost in importance—factors such as com- 
petition of other carriers, competition of other producing points or 
markets, competition of similar commodities, rates on similar com- 
modities, rates on the same commodity on other parts of the railroad 
system, and the broad principle of the value of the service to the 
shipper. By and large, cost considerations are subordinated to the 
value of service to the shipper. Cost figures come in only when 
there is a question whether the rate under consideration is sufficiently 
above the out of pocket. For any rate that is well above the out of 
pocket, the cost is a minor factor. 

Since it is impossible to determine the true cost of carrying the mail 
and since rates have histori ically never been based on cost alone, it 
would be unwise for Congress to prescribe that mail rates should be 
fixed only on an arbitrary and rigid cost standard, as is proposed in 
certain of the bills before you. 

S. 1657 does not base mail rates on cost, but would fix specific ton- 
mile rates for each of three classes of carriers in the statute itself. 
Leaving aside for the moment the specific rates proposed, I believe 
this would also be unwise. 

The setting of fair and reasonable rates for the carriage of mail by 
air is an important function of the Civil Aeronautics Board. The 
Board was created by Congress for that as well as for other purposes 
in the continuing day-to- day regulation of air carriers. It should not 
be hampered in the discharge of its important responsibilities in rate 
making by definitive congressional action of a rigid and hard-to- 
change character. The continuing regulation of rates requires con- 
stant revaluation in the light of ¢ hanging conditions. 

During the 64 years since the Interstate Commerce Commission 
was created by Congress and given authority to regulate railroad 
rates, Congress has occasionally considered proposals which, had they 
been enacted, would have been in the nature of legislative rate making. 
Such proposals, however, failed of enactment when the unwisdom 
of such action was made clear in congressional debate and informed 
public discussion. In the Railway Mail Act of 1916 it is true that 
Congress did fix some rates, but at the same time the Postmaster 
General was given extensive power to make rate adjustments, subject 
to approval by the ICC, and the Commission was given power to 
fix rates retroactively to the effective date of the act. This power 

86630—51——36 
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was exercised by the ICC in 1919 and since then the setting of rates 
for the carriage of mail by rail has been in the hands of the ICC. 

When a commission, created and responsible to Congress, is given 
power in a certain field, such as transportation rates, and is held re- 
sponsible for the exercise of that power, the usurpation of that power 
by Congress in legislative rate making would tend to weaken the com- 
mission and destroy its effectiveness. I am strongly of the opinion 
that it would be distinctly unwise for Congress to set definite rates 
in this case. The determination of fair and reasonable rates should 
be left to the CAB. 

As to the proposed basic rate of 42 cents per mail ton-mile in S. 1657, 
I am not fully informed as to how it was reached. The Ernst & Ernst 
report to your committee recommended a base rate of 50 cents. It 
was based on the value of service principle, taking the average revenue 
per passenger ton-mile and deducting certain exclusively passenger 
service expenses. They made no deduction for advertising or promo- 
tional expenses in the 50-cent figure they recommended, but their 
report shows that if those expenses were deducted the rate would be 
46.36 cents. 

As I see it the issue is between giving the predominating influence 
to the alleged cost of service or to the value of service as measured by 
the average revenue from passengers, modified by certain adjust- 
ments. My opinion is that value of service rather than alleged cost 
of service is the proper basis for the air-mail rate. Furthermore, | 
consider the average revenue per passenger ton-mile, modified by 
certain adjustments, as a reasonably sound basis for the value of a 
ton-mile of mail. The passenger rates now collected by the airlines 
may be presumed to reflect the value that the public places on air 
transportation as a premium service because under those rates the 
volume of passenger miles has been increasing. Presumably those 
rates have the tacit approval or at least the acquiescence of the CAB, 
inasmuch as the Board has taken no action to have them changed. 
The passenger rates, therefore, may be presumed to be just and 
reasonable. If we take the stand that the transportation of mail is 
as valuable as the transportation of passengers—and I[ am taking that 
position—then a rate which is reasonable from the viewpoint of the 


public for the transportation of passengers would be reasonable for 


the transportation of mail. 

The two prime products of the air carriers are passenger ton-miles 
and mail ton-miles. Express and freight ton-miles are byproducts 
fill-in traffic. Mail has priority in movement, not only over express 
and freight but also in substantial degree over passengers, inasmuch 
as passenger seats are blocked out and passengers turned away when 
the weight or volume of the mail to be carried holds down the number 
of passengers that may be cafried ona plane. The Post Office Depart- 
ment may require the carriage of mail on any scheduled flight and 
require modification of scheduled times to fit in better with the 
requirements of the mail service. The result in some cases is that 
the proportion which the night flights bear to the total flights is 
greater than would be the case if the preferences of passengers were 
controlling. This evidence of the degree of priority, enjoyed by mai! 
supports the position that the revenue from a ton-mile of mail should 
be at least equal to that from a ton-mile of passengers. 
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This is the position of Ernst & Ernst in their report and recom- 
mendations to your committee. I consider their conclusions as 
sound and objective and my view is that their recommended figure 
of 50 cents per mail ton-mile as the basic rate is generally fair and 
reasonable. 

While I admit that the point is debatable I feel that a fair evaluation 
and balancing of the pros and cons supports the view that the mail 
service should assume its proportionate share of the joint cost of ad- 
vertising and promotional activities. Such activities, which though 
only in small degree bear directly on the promotion of air mail, result 
in a higher load factor and thus tend to reduce unit costs and the rate 
the mail would pay. The increase in passenger traffic also means 
additional scheduled flights and further expansion of air-mail service. 

In arriving at this basic figure of 50 cents per mail ton-mile Ernst & 
Ernst deducted certain exclusive and identifiable passenger expenses, 
like ticketing, reservations, and meals. They also stated in their 
report that an offsetting allowance should be made for exclusive 
mail expenses that were identifiable. Howe ver, Ernst & Ernst found 
that the amount of such exclusive mail expenses that they could 
identify was negligible, and presumably for that reason no actual 
adjustment was made in the 50-cent figure on this account. I under- 
stand that the exclusive mail costs on TWA in 1949 were $118,900, an 
amount equivalent to about 1% cents per ton-mile. I think his 
amount, or whatever it may be, should clearly be added to the mail 
rate derived in the manner recommended by Ernst & Ernst. 

S. 1657 provides that the air-mail rate should be applied to a mini- 
mum mail load of 100 pounds. Ernst & Ernst also recommended that 
a minimum mail load be used and suggested that 100 pounds be the 
starting point for experimentation. I am in agreement with this 
principle of the use of a minimum mail load in applying the air-mail 
rate. Minimum load requirements or minimum charges are custom- 
ary in all forms of transportation. Certain effort and expense are 
required in handling any shipment, no matter how small, and the 
minimum provisions tend to com pensate the carrier for these. | 
think the 100-pound minimum is a low minimum because it is equiva- 
lent to only a half passenger. A plane is ordinarily required to make 
a stop only for a full passenger. 

As between a rate based on computed cost and a rate based on the 
passenger fare and thus on the value of service as recommended by 
Krnst & Ernst, I am strongly of the opinion that the latter is prefer- 
able. Iam also strongly of the opinion that your committee should 
not support a bill whic h would carry within its provisions a mandatory 
rate scale. The setting of the rate is a function of the Civil Aeronau- 
tics Board. Congressional rate making for transportation service 
would be distinctly unwise. 

The CHairRMAN. Senator Bricker, any questions? 

Senator Bricker. I have no questions. 

The CuarrMan. We thank you, Mr. Cunningham. 

Mr. Sweeney. Professor Cunningham, would you care to explain 
in a little greater detail how the Interstate Commerce Commission 
has set the railroad mail rates in the recent proceedings? 

Mr. Cunnineuam. I am not familiar with that recent case, but 
| read some excerpts in testimony before the Civil Aeronautics Board 
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which said that cost was not the factor, that cost was but one. Many 
other factors were taken into account. I have not followed the recent 
developments. I was in as a participant in about 1910 or 1911 in the 
first mail-pay case. 

The CuarrmMan. That concludes our public hearing today. We 
will have a short executive session. 

(Whereupon, at 12 noon the committee retired into executive ses- 
sion.) 
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TUESDAY, JULY 24, 1951 


Unitep States SENATE, 
ComMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 o’clock a. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
C. Johnson (chairman) presiding. 

Present: Senators Johnson (Colorado) chairman, and Brewster. 

Also present: Edward C. Sweeney, professional staff member. 

The CuarrmMan. The hearing will please come to order. 

Mr. Charles Beard, who is the executive vice president of Braniff 
Airways, will be our first witness. Mr. Braniff wanted to be here, 
but he could not make it, which we can understand very well. A 
man who is operating an airline does not have much time for these 
things, but we know that Mr. Beard will take care of the situation 
in good shape. 

Mr. Beard, you may proceed in your own way. 


STATEMENT OF CHARLES E. BEARD, EXECUTIVE VICE PRESIDENT, 
BRANIFF AIRWAYS, INC. 


Mr. Bearp. Thank you, Mr. Chairman, 

First, I would like to state that we have made this as short as 
possible and have made every effort to avoid repetition of what has 
previously been said. 

The CHarrMan. You will be a master if you can do that because 
everything that can be said has already been said, I think. 

Mr. Brearp. As both a domestic and an international United States- 
flag trunk-line air carrier Braniff Airways has a double interest in the 
matter of subsidy separation which this committee has long been 
studying. We had the privilege of appearing before you on June 6, 
1949, 

You gentlemen have worked long and diligently on the matter and 
many interested persons have appeared before you. Much that was 
said in our earlier appearance is equally applicable today. In the 
interest of brevity we will not repeat, but urge you to review that 
statement before arriving at your final conclusions. 

Without quibbling over the word “‘subsidy”’ we believe the primary 
effort of this committee is to segregate the cost of carrying the mail 
from the cost of air transport service rendered, as provided in the 
Civil Aeronautics Act, in the interest of the Nation’s commerce and 
defense. We do not agree that the cost of these latter two elements is 
“subsidy” to the airlines. If it is “subsidy” it is to the general 
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public. We do accept the soundness of determining, as best it can 
be determined, the cost to the Post Office of rendering air-mail service. 

In the interim between our appearance in June 1949 and today 
tremendous changes have taken place, most of them for the better, 
in our industry. Braniff, while never in financial distress, has bettered 
its financial picture along with the industry. As it has done so its 
dependence on mail pay has constantly declined. 

Domestically we received 22.97 cents per revenue-plane-mile during 
the first 6 months of 1939. 

I might inject, Mr. Chairman, that we selected that period because 
it was the first full 6 months in a calendar year after the Board came 
into being. 

During the first 6 months of 1951 we received an average of 11.98 
cents. Even this 6-month average does not portray the entire picture. 
In June 1951 our mail pay per revenue-plane-mile was only 7.73 cents. 
Expressed in terms of cents per ton-mile of mail service performed we 
received $3.16 per ton-mile in the first half of 1939, which has been 
reduced to 56.3 cents per ton-mile in June 1951. 

This is the result of a formula devised by the Civil Aeronautics 
Board under which our mail pay declines as our passenger revenues 
increase. 

At this point I would like to emphasize the point made by Mr. 
Connithast of Capital Airlines who indicated to you the effect of 


different rates among different competitors. He showed you how the 
Post Office, if it had a choice of selecting between two carriers, one of 
whom got 45 cents per ton-mile and the other 60 cents, would, of 
business necessity, select the 45-cent carrier to the detriment of the 
60-cent one. 

The CAB devised formula under which we operate induces the Post 


Office to give us at least our fair s of the mail between competitive 
points. We get now, as indicated, 7.73 cents per revenue-plane-mile. 
Divided by the t tonnage given us bs the Post Office this results in a 
ton-mile rate of 56.3 cents. By increasing our loads the Post Office 
can further decrease this ton-mile rate to almost any figure it wishes. 

The formula, therefore, tends strongly to put us in as competitive 
a position with respect to mail service as we are in respect of other 
types of traffic. Great advantage to the postal service results from 
this situation. 

We subscribe wholeheartedly to Mr. Carmichael’s theory of sania 
rates for all carriers devised so as to give effect to weight and length 
of haul in a manner that will not prescribe the Post. Office on the 
basis of cost in its selection of carriers. Whatever action is taken by 
this committee and subsequently by the Congress should be so devised 
as to permit the Post Office to divide the mail on the basis of service 
to the public. Mr. Hinshaw proposed one method which appears to 
accomplish this. 

Such a basic policy is necessary to the welfare of this Nation and 
essential to the maintenance of a Nation-wide system of strong, 
sapable airlines. Let me illustrate. 

We compete directly with TWA between Chicago and Kansas City ; 
Chicago and Wichita, Kans.; and Kansas City” and Wichita. We 
compete with American Airlines between Chicago and Oklahoma City ; 
Chicago and Dallas; Chicago and Fort Worth; Chicago and San 
Antonio; Oklahoma City and Dallas; Oklahoma City and Fort Worth; 
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Oklahoma City and San Antonio; Dallas and San Antonio and 
between Fort Worth and San Antonio. We and Eastern Air Lines 
compete between Houston and San Antonio; Houston and Corpus 
Christi; Houston and Brownsville and between Corpus Christi 
and Brownsville. 

A rate based on ton-miles alone which induces the Post Office 
to favor those three large carriers reduces our mail load and our 
mail pay resulting therefrom. This, in turn, either results in de- 
terioration of mail service to Burlington, Moline, Topeka, Ponca City, 
Waco, Austin, Galveston, and Laredo which are not served by TWA, 
American, and Eastern, or it will necessarily increase the cost of 
serving those cities. 

What we have said with respect to a rate which discriminates in 
favor of TWA, American, and Eastern applies with equal force to a 
rate which discriminates in favor of Braniff in its competition with 
Chicago and Southern, Mid-Continent, Continental, Pioneer, Trans- 
Texas and Central Airlines, all of which are smaller than Braniff but 
compete with us between various major terminals. 

Internationally we operate from the Houston gateway to Cuba, 
Panama, Ecuador, Peru, Bolivia, Paraguay, Brazil, and Argentina. 
This service was inaugurated step by step commencing with service 
between the United States and Peru in June 1948. At various times 
since then we have extended our service, in accordance with our 
original certificate. The latest extension occurred in June 1950, into 
Buenos Aires. For lack of agreement between governments, we are 
not yet serving Colombia or Mexico, both included in our original 
certificate. For lack of adequate airports, we do not yet serve Quito, 
Ecuador, or Sao Paulo, Brazil. Service to the latter will be inaugu- 
rated this fall. 

I might insert at this point that only yesterday the Export-Import 
Bank approved a loan to Ecuador which will enable it to provide an 
airport at Quito suitable for four-engine aircraft. We are not now 
serving it, for lack of an airport suitable for four-engine aircraft. 

The President and the CAB both intended that this service should 
also serve and benefit the east coast of the United States. For 
reasons beyond our control, this plan of the President and the CAB 
has been frustrated and its solution is now a matter of consideration 
by the Civil Aeronautics Board. 

The CHarrMANn. When you are speaking of the President, do you 
mean the President of the United States? 

Mr. Bearp. Yes; the President of the United States. 

Senator Brewster. What is the difficulty that prevents that? 

Mr. Bearp. The primary difficulty, Mr. Senator, was this. Let me 
give you a little background. 

Our application between the United States and South America did 
not include Habana. We had an application through the Caribbean 
that did include Habana. The Board did not give us the route through 
the Caribbean, but they did give us a route between the United States 
and South America, and the Board moved that intermediate terminal 
between the United States, at Houston, and Panama to Habana 
rather than Merida, Mexico, for which we applied. 

It simultaneously extended Mexican Airlines from Miami and 
Tampa into Habana, and expressed the purpose of that as being their 
desire that Braniff and National connect at Habana for the purpose 
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of creating a competitive service from Habana to the east coast. We 
have not had the cooperation of National Airlines, and the difficulties 
of the connection at Cuba combine, as I say, to frustrate our efforts 
really to develop the traffic between South American and thenort heast 
coast. 

Senator Brewsrer. You go into Habana, but you do not have 
appropriate contacts with National; 1s that it? 

Mr. Brearp. We have connections; yes, sir, but it amounts to some- 
thing more than connections, sir. The record which we put before 
the Civil Aeronautics Board in Docket No. 3500 showed that 93 
percent of all of the business that was transferred between National 
and Braniff at Habana was originated by Braniff Airways and 
percent or less was originated by National Airlines. Most of those 
sales by Braniff obviously were made in Latin America, and they 
were round-trip sales. 

Senator Brewster. You were then delivering to National at 
Habana? 

Mr. Bearp. At Habana; yes, sir. 

Now, | would like to insert that since this statement was prepared, 
the Board has taken some action to relieve the situation I have just 
dusecussed. In an order issued last Friday, the Board granted Braniff 
Airways an exemption which will permit it to serve Miami as an inter- 
mediate point on our foreign route between Houston and Habana 
until such time as the Board renders its final decision in the so-called 
New York-Balboa through service, a prehearing conference on which 
is being held tomorrow afternoon. 

Senator Brewster. That will then give you contact with Eastern? 

Mr. Bearp. That will give us at Miami access to Eastern, National, 
and Delta, where, in contrast with that at Habana, we were dependent 
wholly upon National Airlines only. 

In connection with that exemption, we are not permitted to handle 
any domestic traffic between any point in the United States and 
Miami, and we are not permitted to handle traffic between Miami 
and Habana. It is solely for the purpose of giving us access to Miami 
for the international traffic to and from South America. 

The restriction goes even a little further than that. We will not 
even be permitted to sell tickets from a point in the United States to 
a point in South America with a stop-over at Miami, nor can we sell 
in Miami tickets to South America with a stop-over in Habana. 
They have very specifically confined it wholly to the matter of inter- 
national traffic between South America and the United States. And 
to that extent, it is fully in accord with the original thought of both 
Mr. Truman and the Civil Aeronautics Board. 

We are, therefore, still in the pioneering and developmental stage 
of our international operations. Even so we have made steady 
progress in the reduction of our dependence upon mail pay. At the 
outset we received a temporary rate of 95 cents per revenue-plane- 
mile. This is less than our Government paid to any United States 
international carrier during its pioneering period. It is less in terms 
of actual dollars and less in terms of the purchasing power of those 
dollars. In the 1930’s, for example, Pan American received as high 
as $2 per mile during a pioneering period that lasted a decade or more. 

Our original low 95-cent rate has been further reduced by mail rate 
adjustments and service expansions until today, although the opera- 
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tion is not fully implemented and although effective access to the east 
coast has been blocked to us, we receive only 65 cents per mile. For 
that lesser rate we perform a constantly increasing service. In June 
1948 we flew 69,544 miles and performed 772 ton-miles of mail service. 
In May 1951 we flew 267,876 miles and performed 15,005 ton-miles 
of mail service. 

Our international service has provided the stimulus the President 
of the United States and the CAB anticipated and all air services 
between the United States and South America have improved im- 
measurably as a direct result. To summarize a few: 

(1) The introduction of tourist service has resulted in a broadening 
of the market by making air travel available to folks who cannot 
afford first-class service. Braniff initiated it, our competitors followed; 

(2) The inauguration of nonstop service between Lima, Peru, and 
Rio de Janeiro and between Lima and Buenos Aires has shortened 
the elapsed time and brought these points closer to the United States. 
Braniff initiated these and competition followed us; 

(3) The introduction of modern, pressurized, high-speed aircraft 
between the United States and Rio de Janeiro and Buenos Aires has 
resulted in equipment improvement by the older United States-flag 
carriers operating to Latin America; 

I might insert there that Pan American on the west coast was 
operating DC-6 aircraft at the time we started, and that aircraft 
served Buenos Aires. Pan American on the east coast was operating 
only DC-4’s. They have since put in Constellation service, and more 
recently the large Boeing Stratocruiser. 

(4) Service to Asuncion, the capital of Paraguay and the only South 
American capital not connected by air with the United States, was 
initiated at the specific request of the State Department and the Civil 
Aeronautics Board. This is a very real example of the national-interest 
phase of international airline operation. 

(5) We pioneered the use of JATO on commercial aircraft at high- 
altitude airports and as a result of these tests, conducted, incidentally, 
under the direction of the Civil Aeronautics Administration, we initi- 
ated the added safety of four-engine operation at La Paz, Bolivia, 
the world’s highest commercial airport. Our competitor followed us. 

Unrestricted access to the east coast of the United States will con- 
tinue this stimulus, justify increased frequencies and result in con- 
stantly lower cost of air-mail service to our Government. 

This prelude to a statement of our position has been necessary to 
an understanding of it. For the reasons given, and because of the 
situations disclosed, and for reasons given by others to which we 
subscribe but which to avoid redundancy are not restated, Braniff 
presents to vou the following positions on the matters before you. 

Senator Brewster. Before you go into that, what has been the 
cost of inaugurating this service? How much have you received from 
the Government or how much are you claiming now for this service? 

Mr. Bearp. I cannot tell you exactly, sir. I think with our mail 
pay at 65 cents a mile, we can make a hasty computation. 

Senator Brewster. That would show on that number of miles 
there? 

Mr. Bearp. Yes. 

Senator Brewster. Sixty-five times 267,000. 

Mr. Brarp. That is correct. 
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Senator Brewster. That would be—— 

Mr. Bearp. Roughly, $1,200,000. 

Senator Brewster. For a month? 

Mr. Bearp. Yes, sir. 

Senator Brewster. And that would be something like $15,000,000 

year? 

Mr. Brearp. Will you permit me to furnish you the exact figure, sir? 

would be delighted to do it. 

Senator Brewsrrr. Yes. I would be very glad for you to do it. 

Now, you have been given the additional problem of furnishing the 
previously nonexistent service, you point out, to Asuncion. The other 
points were served by American carriers in some form. Is it your 
contention that the result of your service has been to improve the 
service all around? 

Mr. Brearp. Yes, sir. In that connection, I might point out that 
the total volume of traffic to Latin America is substantially greater 
now than it was prior to our inauguration. 

Senator Brewster. That is, you would claim some credit also for 
that? 

Mr. Bearp. For having initiated and originated the additional 
traffic. 

Senator Brewster. Yes. 

Mr. Brarp. The primary reason for that, Senator Brewster, has 
been that our route was designed not only for the competitive pur- 
poses that 1 have mentioned, but also as set forth in the order by the 
Board and approved by the President for the purpose of providing 
more direct service between the central and western part of the 
United States and South America, which had prior thereto been 
required to go either to New York or to Miami. The vast bulk of it 
went to New York. 

Senator Brewster. Did not any service clear through Texas? 

Mr. Bearp. No, sir. To Mexico, yes; practically none to South 
America. Pan American Airways was extended into Houston as an 
international gateway at the same time we got our certificate. 

Senator Brewster. So they sort of crossed up there? That is, 
they going to Houston, and you going to Habana? 

Mr. Bearp. We both originate in the United States through the 
Houston gateway. 

Senator Brewster. Yes. 

Mr. Bearp. In addition, of course, they have the Miami, the New 
Orleans, the Brownsville, and the Los Angeles. 

Senator Brewster. The only point I want to comment on is the 
various angles in which there was a new or supplemental service, and 
the cost of it, and then your estimate of the prospects as to where it 
will eventually end up. That is, to what extent this will ultimately 
pay off. 

Mr. Brarp. I would be glad to provide you figures with respect to 
our exact costs, and I will do so promptly upon my return to Dallas. 

Senator Brewster. The 65 cents is temporary, and are you claim- 
ing additional? 

Mr. Bearp. Yes. 

Senator Brewster. How much does that amount to? 

Mr. Brearp. I cannot tell you, sir, because we have not made a 
specific claim. The original 95-cent rate was devised by the Board 
for the purpose of avoiding working-capital losses. 
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Senator Brewster. Yes. 

Mr. Brearp. The 65-cent rate is actually the result of a formula 
which is presumed to include a profit. I use almost the exact language 
of a letter from Mr. Hord. So the extent to which we may obtain 
additional revenue for the purpose of providing a return on capital, I 
cannot estimate, because I do not know what they have specifically in 
mind. 

Senator Brewster. How long have your new services to Buenos 
Aires been in effect? 

Mr. Bearp. We started in June of 1950; so that has been in effect 
just a year. 

Senator Brewster. And the service to Rio de Janeiro was inaugu- 
rated later than that? 

Mr. Bearp. No. Rio was started in March, I believe it was, of 
1949. 

Senator Brewster. But you have not put in your claim for any 
supplemental pay on either of those services as yet? 

Mr. Bearp. Let me explain exactly what happened. Prior to the 
time we started our service into Lima, which was as far as we could 
go either by virtue of Government agreements or operating arrange- 
ments, we requested the Board to determine a temporary mail rate. 
The Board determined that rate at 95 cents, which is considerably 
less than that for which we asked. My recollection is that we had 
asked for $1.51, or something in that vicinity. 

They granted us 95 cents. We went ahead with the operation 
regardless of that. Our next extension was into La Paz, Bolivia; the 
next one was from Lima, nonstop, to Rio; the next one, at the specific 
request of the State Department, was into Asuncion, and the next 
was Lima to Buenos Aires. In each instance, we requested a revi- 
sion of the temporary mail rate. In each instance, the temporary 
mail rate was reduced, and a maximum amount of mileage was pro- 
vided at the prescribed mail rate. 

In each instance, also, we found it necessary, in order to provide 
a service that would be attractive to the public and would generate 
passenger and nonmail revenues, to fly mileage in excess of the mileage 
authorized. 

As a consequence, ever since we extended beyond Lima, we have 
been operating mileage in excess of the mileage for which we are paid, 
and the 65 cents is the result of taking our mail pay and dividing it 
into our entire mileage. 

Senator Brewster. Do you mean that you still operate on the 95- 
cent rate? 

Mr. Bearp. No. Our actual rate now is around 72 cents or 73 
cents, but it is reduced to the 65 cents by virtue of the added mileage 
which we are rendering. 

Senator Brewster. But you will at some appropriate time file for 
whatever you claim to be the additional cost of this service? 

Mr. Bearp. Yes. We will make a claim for a return on the invest- 
ment. 

Senator Brewster. How soon would you anticipate that? 

Mr. Bearp. We are ready to have the Board determine that at any 
time, sir, and we have advised the Board. 

Senator Brewster. Then you must have decided upon some figure? 
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Mr. Brearp. No. We merely advised them that we were ready at 
any time to have them determine a permanent rate. We did not 
apply for a specific figure. 

Senator Brewster. You will have to present to them what you 
claim to be your additional costs? 

Mr. Bearp. Eventually, yes, sir; when they set their conferences 
on it. 

Senator Brewster. But you have not decided for yourself? 

Mr. Brarp. We have not determined it yet; no, sir. 

The Cuarrman. Is it true that you haul only 25 pounds of mail 
on your trips to South America? 

Mr. Brearp. Our mail load is very light, sir. I cannot tell you 
specifically whether it is 25 pounds, 50 pounds, or 10 pounds. I do 
not know. But it is light. It is light for two reasons. 

The CHatrMan. It was 25.6 in 1949 and 52.6 in 1950. It has"just 
doubled. 

Mr. Bearp. I was under the impression that it has just about 
doubled. 

Senator Brewster. Is that per trip? 

The CuarrMan. That is the average mail aboard. 

Mr. Brearp. May I comment on that, sir? 

The CHarrRMAN. Yes. 

Mr. Brearp. We operate five schedules a week, three of them with 
DC-6 equipment and two with DC-4 equipment. At the time we 
started we were operating only three services per week. We ap- 
proached the post office for mail—that is, for mail loads—and it was 
explained to us by the Post Office Department that they would give 
us all they possibly could, but that it was extremely difficult under 
any frequency less than a daily frequency to issue instructions which 
the clerical force in the Post Office Department could remember. 
That is, let us take the mail from Los Angeles to the west coast, 
which we could haul very well, and do haul some of it. 

It is difficult, the post office tells us, to train their clerks that on 
Monday, Wednesday, and Friday you dispatch this mail on American 
Airlines, flight so-and-so for connection with Braniff at Houston, 
and on other days you dispatch it on American, flight so-and-so, for 
transfer to Delta, to the Miami gateway, for dispatch on Pan 
American or PANAGRA. 

The CHarRMAN. You said Los Angeles to the west coast. 

Mr. Brarp. Los Angeles to the west coast of South America, or any 
point in South America that we serve. 

The CHAIRMAN. I see. 

Mr. Brarp. They advised us that as we increased frequency, it 
would be easier for them to increase mail over that route. And I 
think that is what has occurred, because we have increased from three 
to five, in addition to extending our service into new points in South 
America. 

With respect to this new order of the Board, which we are preparing 
to operate at the earliest possible moment into Miami, we will operate 
on a daily frequency just as quickly as the equipment we possess per- 
mits us to do so, and that will be sometime this fall when we are getting 
additional equipment. And both access to the Miami gateway and 
the daily frequency should in a very short period of time give us an 
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average load that is the equivalent of that of any other carrier operat- 
ing, which in turn will reduce our ton-mile rate substantially. 

The Cuarrman. So your mail load will greatly increase? 

Mr. Bearp. Yes, sir. 

Senator Brewster. I would be glad if you would furnish for the 
record these figures I inquired about as far as they are available. 

Mr. Bearp. Yes. 

May I make a note to be sure, so that I furnish you what you wish? 
You want the mail pay by months? 

Senator Brewster. Yes; and the service rendered. That is, so as 
to correspond to the other services. 

Mr. Brarp. And the mileage operated, and the ton-miles of mail 
service performed? 

Senator Brewster. Yes. Then we can reduce that so that it 
shows the cost. 

Mr. Bearp. The ton-mile cost or the mile cost? I can show you 
both. 

Senator Brewster. You can show them both, but I was interested 
in ton-miles, and then any additional comments you want to make 
about the prospects of the increases that you hope for. As soon as 
you determine what your claim is going to be, I think-we would be 
interested in having that. 

Mr. Brarp. I shall be glad to furnish it, sir. 

To return pow to my statement: 

1. Domestically we accept the idea of separation of payments into 
those received for mail service and those received for the purpose of 
providing a service adequate to the needs of the Nation’s commerce 
and defense. 

2. Payments should include an adequate return on the stock- 
holders’ investment. Dearth of dividends in this industry is elo- 
quent refutation of the idea that airlines and their owners have been 
subsidized. 

To avoid possible destruction or serious curtailment of a broad, 
useful, and productive group of smaller airlines we advocate a mail- 
pay rate which will not discriminate against that group in compe- 
tition with the Big Four or among that group itself and recommend 
that the rate so devised give adequate effect to weight and length of 
haul. Mr. Hinshaw has proposed one method which seems to ac- 
complish this. 

The CuarrmMan. His method did not give any consideration to 
length of haul. He paid one rate whether you hauled it 1 mile or 
whether you hauled it 5,000 miles. 

Mr. Brarp. That is right, which by inference gives effect to the 
length of haul. It pays you a lower rate per ton-mile. The longer 
the carriage, the lower your rate per ton-mile, and, therefore, you have 
an automatic adjustment. 

Now, with respect to his 25 cents and 50 cents, I do not have any 
ideas, but it does provide an automatic adjustment. 

The CuatrmMan. Mr. Carmichael liked it because it would pay 
exactly the same amount for hauling a ton-mile from Washington 
to Chicago, as it would pay for hauling a ton-mile of mail from 
W ashington to San Francisco. 

Mr. Brarp. Yes; that is right. And that is one of the reasons 
we like it, because it avoids discrimination so far as the post office is 
concerned. And I do not use ‘discrimination’ in an adverse sense 
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Senator Brewster. When you say “give adequate effect to length 
of haul,” it is in the reverse of what one would normally think that 
meant. 

Mr. Bearp. Isee. I did not mean 

The Cuarrman. I found it difficult to follow your language there. 

Mr. Bearp. I used it merely in the sense of “sufficient”’ 

Senator Brew STER. Or “appropriate” ? 

Mr. Bearp. Or “appropriate,’’ without indicating whether it is 
more or less. Actually, the cost per mile of service reduces as you 
increase the length of haul. And taking that into effect would result 
in what we have in mind. 

Senator Brewster. And the same thing is true of weight, I suppose ; 
that is, the more you haul, the less you get per unit? 

Mr. Bearp. It is entirely possible that it would work out that 
way; yes, sir. I have made no effort. I simply have not had the time 
to devise a formula. But I have expressed what I believe should 
be the basic theory of a formula devised. 

4. We recommend that the determination of such a rate be left 
in the Civil Aeronautics Board’s expert and experienced hands, and 
to this end support S. 1757 with amendment to accomplish our 
point 3. 

I might add there the fact that it is not contemplated in my point 3 
-~ the mail pay would necessarily be the only pay received. 

We recommend that the Civil Aeronautics Act of 1938, as 
amended, remain otherwise unchanged. 

We particularly oppose Mr. C. R. Smith’s proposal that “Your 
legislation should authorize and encourage the Civil Aeronautics 
Board to withdraw subsidy from any and all routes where changed 
conditions, or the record of actual operating experience, no longer 
sustain the belief that public convenience and necessity require the 
operation.” The mail-pay clauses of the act, with the amendments 
indicated above, and other portions of the Civil Aeronautics Act of 
1938, as amended, provide the Civil Aeronautics Board with ample 
authority to control and regulate the various air services. he 
adoption of Mr. Smith’s proposal would sabotage the confidence of 
investors and lead to either the destruction or forced merger at 
sacrifice prices of many of the smaller lines. It would eventuate in 
monopoly, or near monopoly, with all of its defects. Monopoly or 
any thing approaching it is abhorrent to the American citizen. The 
Civil Aeronautics Act created a great machine for the development 
of a new and limitless improvement of transportation which would 
be stifled under the conditions Mr. Smith recommends. 

Senator Brewster. What are the powers of withdrawing or can- 
celing at present? 

Mr. Brearp. I am not a lawyer. But my recollection of the act is 
that the Board would have to have a public hearing and provide an 
ample opportunity for demonstration by the communities and the 
carriers of the justification of the service. 

Senator Brewster. That is, under their present powers 

Mr. Bearp. Under their present powers; yes, sir. 

The Board also has the power in the event of uneconomic or dis- 
honest or inefficient management to reduce the mail pay, which in 
itself can be a very strong weapon. 
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Senator Brewster. In essence, Mr. Smith’s proposal would be no 
more than further implementation of that existing power, would it 
not? 

Mr. Brarp. I do not think there is any further implementation 
needed, Senator. 

Senator Brewster. But that is your point, that they would have 
the power to do what he suggests now, in appropriate cases? 

Mr. Brarp. Yes, sir. 

7. The establishment of mail-pay rates by legislation should be 
avoided. 

8. The committee’s determination that subsidies benefited com- 
munities rather than operators served a real and useful purpose in 
public education. We do not believe, however, that it is practical to 
attempt to determine pay on this basis. If further evidence of the 
difficulty, cost, and unreliability of any such determination is needed 
we will be clad to provide it. 

9. United States flag international air transport service is, to ‘a 
very marked degree, the implementation of our foreign policy through 
privately owned and operated agencies under Government control. 
Such control was really first established with the passage of the Civil 
Aeronautics Act. Experience had shown it to be necessary. There 
is no reason that the necessary executive offices and the Congresss 
should not know how much of the cost of such services is for the 
performance of each of the objectives of the act: Postal service, 
Commerce, and Defense. Means have been provided to furnish suc h 
information on an executive basis. We think they should be used 
and the cost of carrying out this phase of our foreign policy should 
not be made public in the detail which has been suggested and under 
no circumstances should the amount in excess of mail service pay be 
publicly labeled “subsidy.” It is in fact a payment made in our best 
national interests. 

At this point, I would like to add to the statement also the fact 
that we believe that it is impractical in the air transport industry to 
attempt to devise the other than mail pay on the basis of a construc- 
tion or operating subsidy. The reasons for that have already been 
expounded, and I will not take the time to repeat them unless you 
would like to have me do so. 

10. We believe the Civil Aeronautics Act provides a proper, ade- 
quate, and effective basis for the determination of mail pay, including 
executive reports to Congress and the President. We further believe 
that the United States should not adopt the UPU postal rates for 
payment to its flag air carriers. To do so will, to the best of our 
ability to determine it on the basis of figures currently public and 
available, result in increased revenues to the oldest and largest of 
our international operators and reduce to the strangulation point 
the pay to a number of the newer United States flag international 
airlines. It will destroy or seriously injure and jeopardize newer, 
smaller operators who have proved their ability to render a useful 
and constructive service to our Nation. 

Thank you very much, gentlemen. 

Senator Brewster. Would that later be true, irrespective of your 
increase in carriage of mail? That is, if you estimate that you would 
carry a much larger amount of mail, would that not automatically 
assist your problem? 





570 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Mr. Brarp. It possibly might; yes, sir. The exact extent, we are 
only going to be able to tell from operation. On the other hand, we 
were trying to devise a statement that was related not only to Braniff 
Airways; we were trying our best to devise a statement that was 
based upon an industry need rather than Braniff Airways in particular. 

The CuarrMan. Is there increased competition from South Amer- 
ican lines in the United States? 

Mr. Bearp. Yes. It may possibly increase further. At the same 
time, we have the experience of South American lines reducing their 
service. I think, honestly, that the total over the years will be an 
increase in South American airline operations into the United States. 

Senator Brewster. Are they waiving the law about foreign capital 
promoting these lines in South America, as they did in the case of 
Peru? 

- ; 

Mr. Bearp. No. They are not doing that, to my knowledge, in 
other Latin-American countries. 

Senator Brewster. The others are 100-percent national lines? 

Mr. Bearp. No; I would not say 100-percent national lines; but 
51 percent of the stock is presumed to be owned by nations, and that 
might or might not be controlled. It depends upon the distribution 
of the stock. 

Senator Brewster. How many of those South American lines are 
now competing with you? 

Mr. Bearp. Into Houston, none; into the United States, there are 
two Cuban lines, one of which is a Pan-American subsidiary; there is 
one Colombian line, which is.a Pan-American subsidiary; there is a 
Brazilian line, I believe, which is a Pan-American, if not subsidiary, 
a strong affiliate, with a very substantial individual stockholding by 
Pan American; there is a Brazilian line which is independent, and 
there is Aerolinias Argentinas, the Argentine National Line. That 
is my recollection of the total. 

BRANIFF INTERNATIONAL AIRWAYS, 
Washington, D. C., July 25, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 

My Dear Mr. Jonnson: During my appearance yesterday in response to : 
question from Mr. Brewster, I attempted from memory to state the services of 
Latin-American flag carriers to the United States. In doing so I included Panair 
do Brasil, a member of the Pan American World Airways family, as one such car- 
rier operating between Brazil and the United States. I have since been informed 
that my recollection was not correct in this respect. 

In attempting to check the matter, I find that the Official Airline Guide of the 
airways contains the schedules of Panair do Brasil only in the listing with the Pan- 
American World Airways System and that Panair do Brasil’s international services 
are listed only to the extent that they operate internationally in South America. 
I, therefore, have no source available to check the accuracy either of my statement 
or the information given me, but I think it probable that my statement may have 
been incorrect with respect to‘that item. I am sure that Mr. Sweeney can de- 
termine from sources which may be available to him the faets in the situation. 

Thank you again for the opportunity to appear before your committee. 

Cordially, 
Cnas. E, Brearp, 
Executive Vice President. 

Senator Brewster. The countries on the west coast do not have 
any service at present? 

Mr. Bearp. No, there is no country on the west coast, unless you 
consider Colombia as a west coast country. 
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I beg your pardon. Ecuador has a small line that is operating on 
a nonscheduled basis into Miami. 

Senator Brewster. They have a permit, I assume, to establish 
future service under reciprocal arrangements if they desire? 

Mr. Bearp. There is a bilateral transport agreement between the 
United States and Ecuador. Whether or not Ecuador has designated 
that carrier as its carrier under that agreement, I do not know. My 
recollection is that they have not, and the carrier is conducting a 
nonscheduled operation. The name of that carrier is AREA. What 
that stands for, I am sorry, I do not know. 

The CuarrmMan. Is there much of a volume of express between 
South America and North America on your lines? 

Mr. Bearp. Yes. And that volume is constantly increasing. We 
do not term it air express, Mr. Chairman. We call it air freight, 
because we handle it independent of the Railway Express Agency. 
It is air freight handled under our own waybills, and it is increasing 
by leaps and bounds. I would be glad to give you, if you would like 
to have it, the record of the increase in revenues from that source. 
There is no question in my mind that the Miami entry that I com- 
mented on before will very materially increase both the volume of 
that which we carry and the revenue which we derive from it when 
that revenue is expressed in terms of ton-miles. 

The CuarrMan. The rate is very low, is it not? 

Mr. Bearp. The rate is low, in contrast with passenger rates. But 
it is on a subject-to-space basis. There are no conditions under 
which reservations are made for air freight and assurance is given of 
through carriage at any particular time. 

The CHarrMAN. Does it consist of perishable freight? 

Mr. Bearp. The vast bulk of our experience, sir, is medicines and 
machinery repairs. I think that may be very largely the result of 
import restrictions which have been in effect by South American 
countries, which do not restrict medicines and do not restrict machin- 
ery repairs necessary to keep operating machinery that they have in 
the countries. Those two things move pretty freely, and that, I 
think, is why the vast bulk of it consists of those items. 

We have in one instance carried an entire radio station combined 
with television into Brazil, the entire station, piece by piece, a total 
of between 15,000 and 20,000 pounds in that one shipment. But 
that was carried over a period of several wee ks, a as we jhad space for 
it in the airplance. 

Senator Brewster. How has your plane passenger load been 
running, or improving? 

Mr. Bearp. It has been constantly improving, sir, and as each 
extension has been added, it has improved there also. I think last 
month it was in the vicinity of 50 percent. I do not have the final 
figures yet. 

Senator Brewster. What does that mean? About what is it 
averaging now? 

Mr. Bearp. About a 50 percent passenger load factor for last 
month. 

Senator Brewster. I thought you meant a 50-percent increase. 

Mr. Bearp. No. 

Senator Brewster. About a 50-percent load factor? 
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Mr. Brearp. No. About a 50-percent load factor during last 
month, but I do not have the final audited figures. I have some 
interesting figures on the month of May. It was about 41 percent, 
but the interesting thing of that is that if you take only those sectors 
which have been in operation more than a year, which eliminates the 
La Paz-Asuncion-Buenos Aires sector, our load factor on the balance 
of the operation is 60 percent. 

Senator Brewster. How is that expressed in terms of the total 
load of American carriers, on your competitive basis? What I am 
seeking is, how far have we increased the total American traffic? 
Have you any figures on that? 

Mr. Brarp. No, I do not have any figures, but I would be glad to 
furnish them to you. They are available. 

Senator Brewster. I think that would be of some interest. How 
far we are building that up? 

Mr. Bearp. I would be glad to give you those figures. 

Senator Brewster. Of course, one of the items of cost is how much 
more we have to pay the other fellow for what you take away from 
him. ‘Those factors all enter into it. Any comparison you can give 
on that, we would be glad to have. 

Mr. Bzearp. I shall be glad to furnish them. 

Shall this information be sent to you, Mr. Chairman, or to you, 
Senator Brewster? 

Senator Brewster. No; to the chairman, for the record. 

The CHarrRMAN. Send it to us, and we will put it in the record. 

Mr. Bearp. Fine. 

The CHarrMan. Mr. Hinshaw is going to review his proposal. We 
had it analyzed very carefully by an expert, and gave him an analysis, 
and he is going to look it over and see if he wants to change it, because 
some important defects were pointed out. 

Mr. Bearp. Incidentally, Mr. Chairman, we made our own analy- 
sis of that, and I confined my remarks to an endorsement of the prin- 
ciple involved, rather than the amount, because anyone who can use 
an adding machine can figure it out. The amount in the case of most 
carriers would probably result in a substantial increase of mail pay. 

The CHarrRMAN. Yes. I am sure that Mr. Hinshaw would be glad 
to have your analysis if you would give it to him, because he is making 
a study of it, and if you have not already given it to him, I know he 
he would appreciate it if you would give him an analysis of your 
interpretation of how it would affect the transportation of mail. 

Mr. Bearp. I shall be glad to do so. 

The CuarrmMan. What | started to say was that Mr. Hinshaw made 
the statement that his system would not work in the foreign field. 
It might work in the domestic field, but not in the foreign field. Did 
you find that same thing true? 

Mr. Bearp. We did not apply it to the foreign field, because it 
was our understanding that he was only talking about the domestic. 
Maybe I misinter preted his statement. 

The CHarrman. No; you did not misinterpret his statement, 
because that is what he was talking about. 

Mr. Brarp. So we have not applied it to the foreign fie!d. 


‘The CuairMan. He said that a different system would have to be 


applied to the foreign field. 
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That leads me to this point. In separating the mail pay from other 
payments, have you anything to offer as a method for handling the 
carriage of mail in the foreign field? ; 

Mr. Brarp. Nothing that I do nor have in my statement, sir, 
which proposes a determination of what might be termed the cost to 
the Post Office Department of the carriage of mail and a continuance 
of the establishment of the rates by the Civil Aeronautics Board 
under the terms of the act as it now exists. 

Senator Brewster. You would not simply call it a subsidy? 
That is, you would want to avoid that word? 

Mr. Brarp. No, sir. From the standpoint of the facts, and if 
public relations is the right term to apply—and I am not thinking i in 
terms of public relations in the United States, but I am thinking i in 
terms of public relations internationally—I think it is inadvisable to 
use that term. 

Senator Brewster. And you would favor treating those as execu- 
tive because of the international aspects that are involved? 

Mr. Bearp. Yes, sir; I do not think there should be any secret 
about it. 

Senator Brewster. No; but as far as the Congress is concerned 
you would have it made available in an executive document. 

Mr. Bearp. That is right. 

The Cuarrman. Mr. Beard, we had two other witnesses who were 
supposed to be here. One of them is not here. Mr. Blewett is not. 
here, Mr. Sweeney? 

Mr. Sweeney. That is correct, sir. He is not present. 

The CHarrMan. So we have sent for a witness who is going to 
testify in executive session, Mr. Weihmiller, on the foreign carriage 
of mail, and since the committee has not made the decision of whether 
to handle this in executive session or in open session, we are keeping it 
in executive session for the time being. Mr. Weihmiller will be here in 
a very few minutes, and we would be glad, Mr. Beard, to have you 
sit in on his testimony and offer any suggestions that might occur 
to you. 

Mr. Tipton is not here this morning, is he? 

Mr. Sweeney. His associate, is here. 

The CuatrMan. Who is his associate? 

Mr. Sweeney. Mr. Markham. 

Mr. Bearp. I appreciate the invitation, sir, and I shall be delighted 
to take advantage of it. 

The CHarrMan. Very well. 

If there is no objection, I want to insert in the record a letter and 
statement from Robert F. Six, President of Continental Airlines, with 
respect to this whole matter. 

(The letter and statement referred to are as follows:) 


CONTINENTAL Arr LINEs, INc. 
STAPLETON AIRFIELD, 


Denver, Colo., July 18, 1951. 
Senator Epwin C. JoHNSON, 


Senate Office Building, Washington, D. C. 

Dear Senator Ep: I have intended to write to you before this relative to 
your subsidy separation legislation hearings, but due to other pressing problems, 
have been unable to do so. 

You will recall in my testimony before your committee June 15, 1949, I strongly 
advocated the separation of subsidy from compensation for transporfing mail. 
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My thinking has not changed since this appearance. I would like to submit as 
part of the record in your present hearings that portion of my testimony relating 
to the subsidy separation question. Copy is attached. The onty minor difference 
between my testimony then and now, is that Continental at present is serving 
more cities than during the time of my original statement, and Harold Jones is 
no longer a member of the Civil Aeronautics Board. 

As I see it, the question facing your committee is, What is the best method of 
accomplishing separation with the least expense to all parties. I have reviewed 
the testimony of the witnesses and organizations, and Continental favors the 
approach contained in your bill S. 1757 introduced June 26, 1951. 

Kindest personal regards, 
Ropert F. Srx. 


SEPARATION OF SuBispY From AcTuAL COMPENSATION FOR TRANSPORTING MAIL 


(Exerpts from statement of Robert F. Six, president, Continental Air Lines, Inc., 
before the United States Senate committee on interstate and foreign commerce, 
June 15, 1949) 


I am wholly in accord with this program. Without it, any realistic and business- 
like evaluation of the benefits contributed by the airlines to the public cannot be 
made; nor is it possible to determine what routes or route segments can be operated 
on a self-sustaining basis. These things, I believe, are essential to the sound and 
business-like development of the industry. 

However, along with this, I think it is equally important that a realistic attitude 
be taken toward the public benefits which are being realized from payment of mail 
subsidy. It is possible that too much emphasis can be placed upon the mistaken 
impression that subsidies finance the provision of mail service only. Actually, 
there are two other public benefits of equal, if not greater, importance. 

First, there is the provision of passenger and cargo service at a speed, con- 
venience, and economy which no other means of transportation can possibly 
equal. This is particularly beneficial in our area, where distances are great and 
surface transportation in many cases is practically nonexistent. In this con- 
nection, I would like to re-emphasize that subsidy which is required to provide 
passenger service is not a subsidy to the airlines at all. It is a subsidy to the users 
of the service. They should, and I am sure will, be considered in evaluating 
whether both past and future mail payments are justified. I think it is significant 
that 8 of the 27 cities served by Continental account for 80 percent of its pas- 
senger revenues. The other 19 average approximately 1 percent each. It is this 
latter group of cities which require subsidy in order to have the benefits of air 
service. If they were wiped off the airline map, I feel confident that the eight 
cities producing 80 percent of Continental’s business could support themselves. 
However, as Mr. Jones, member of the Board, recently pointed out in his speech 
delivered in San Francisco, such ‘“surgery’’ would have a serious effect upon our 
national economy and national defense. 

To digress a little, I think we all will agree that any air carrier which would 
ignore 19 less productive cities producing only 20 percent of the revenue, and 
serve only eight large cities accounting for 80 percent of the revenue is certainly 
“skimming the cream’’. In such a class are the so-called freight “‘specialists’”’ and 
“irregular” carriers. They have indulged in a lot of loose talk about operating 
without subsidy. Perhaps they can, if permitted to operate where they please 
and when they please as they have been doing. However, even if they could, I 
sincerely hope that this committee and the Board will not support operations so 
clearly designed to benefit the operator while serving such a small area of the 
country. 

To return to the public benefits of our existing air service, the second point is 
that the value of a strong and growing air transport industry to the national de- 
fense of our country has been proved beyond question in recent years. As 
colonel in the Air Transport Command, located in the South Pacific, in the early 
months after Pearl Harbor, I can speak from personal experience of the drastic 
difficulties we had in obtaining air transport facilities in order to conduct opera- 
tions in that area. Thinking back on those days, there is no question whatever 
in my mind that 10 times the approximately $78,000,000 net cost which the 
Postmaster General states has been required over the past 30 years to support 
the airline industry would be a cheap price to pay for the present and future 
availability of modern, more efficient equipment and experienced, qualified per- 
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sonnel. I would say that the development of air transportation has been neglected. 
Certainly, the cost of its support has not been excessive. 

One other point about subsidies—it seems to me that where subsidization is 
required to maintain a needed service, the airlines providing that service are in 
effect trustees of public funds. As such, they are charged with an even greater 
responsibility than where no subsidization is required, of efficiently and economi- 
cally providing the service for which such funds are allocated. If these responsi- 
bilities are not met, then the trustee should be removed. Moreover, just as we 
would expect the more efficient, economical private trustee to receive greater 
reward for his services, I believe that an airline which is a leader in efficiency and 
economy and produces greater public benefits and services per unit of cost should 
be permitted greater profit from its operation than the less efficient. Otherwise, 
ineffiziency will be rewarded and in effect encouraged. On the other hand, 
efficient and. economical carriers receive a pat on the back and are then appar- 
ently forgotten. If this committee could do anything to correct this situation 
and its smothering effect upon incentive and progress, I sincerely believe it would 
be rendering the greatest of public services. 


The CuarrMan. I also want to insert into the record, a statement 
by Mr. Croil Hunter, president of Northwest Airlines. 
(The statement referred to is as follows:) 


NORTHWEST AIRLINES, INC., 
St. Paul, Minn., July 18, 1951. 
Hon. Epwin C. JoHNsOoN, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


Dear Senator Jonnson: In lieu of appearing as a witness and taking up the 
time of your committee in hearing further testimony, much of which would be 
largely cumulative, and in a desire to assist your very commendable efforts to 
evolve constructive legislation which will bring about a substantial improvement 
over the existing method of determining rates of compensation for carriage of 
air mail, we take this means of expressing our views on the subject. 

The statement of Mr. Tipton of the Air Transport Association presented to your 
Committee clearly sets forth the position of the airline industry and with which 
we are in complete accord. We sincerely believe that 8. 1575 will accomplish the 
separation of subsidy from mail compensation insofar as domestic air mail opera- 
tions are concerned in the most expedient and efficient manner. The existing 
machinery will be fully utilized, no problems of revision of the carriers’ accounting 
systems will be created and the separation of the subsidy element will be made by 
the group most adequately equipped and expert in such matters. Furthermore, 
it will be the least disruptive and least burdensome method as far as both the 
Government and the carriers are concerned. 

We are very much concered about the proposals for separation of subsidy from 
mail compensation in international operations. As you know, this matter has 
been the subject of extensive study by the Air Coordinating and other committees 
and the reasons given by Mr. Tipton to your committee in executive session on 
June 26, 1951, against attempting such separation, we believe are sound and con- 
clusive. 

However, we realize the pressure for separation, even in international opera- 
tions, has become very great. If such separation is considered absolutely neces- 
sary, the least that should be done to protect United States flag carriers against 
the unfair discrimination and competition of foreign-flag carriers should be to 
provide that the service rate for carriage of mail shall not be less than the rate 
fixed by the Universal Postal Union. In this way the United States flag carriers 
will be placed in some respects on a parity with their foreign-flag competitors, 
and our merchant marine of the air will not be placed at a serious disadvantage. 

Assuring you that we desire to be as helpful as possible and that we greatly 
appreciate your prodigious and constructive efforts in these matters, I am, with 
kindest personal regards, 

Sincerely yours, 
Crom HUNTER. 
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The Cxarrman. I also have an additional statement by Mr. 
Carmichael, president of Capital Airlines, with respect to the formula 
which he suggested to the committee, a block-by-block formula. 

(The letter referred to is as follows:) 


CapITaL AIRLINES, 
Washington, D. C., July 23, 1951. 
Hon. Epwin C. JoHNnson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Senator JOHNSON: Since my appearance before your committee on 
July 12, it has occurred to me that it might be helpful to your committee if 
Capital Airlines would submit for your consideration a suggested wording of the 
legislation necessary to implement the proposal I made on July 12. With that 
in mind, we have drafted, and I wish to submit herewith, the following suggested 
wording to be inserted in any subsidy separation statute hereafter enacted by 
Congress: 

“When determining fair and reasonable compensatory rates, the Board shall 
establish a single structure of rates of compensation for the transportation 
of mail in air transportation other than foreign air transportation, which structure 
of rates shall be applicable to all carriers certificated to carry such mail. Such 
rate structure shall, in order to make appropriate allowance for terminal costs, 
be constructed on the principles that the rate per unit of distance decreases as the 
length of haul increases and that the rate per unit of weight decreases as the 
weight increases. Such rate structure shall be constructed on the basis of a 
distance for each shipment which shall be either the great-circle mileage be- 
tween origin and destination of the shipment or the mileage by the shortest 
certificated route between such points, which distance shall apply to all carriers 
carrying mail between such points. Such rate structure shall include joint 
rates and divisions thereof for connecting carriers between points between which 
such connecting carriers are reasonably competitive with one or more through 
carriers, and such joint rates shall be no higher than the applicable rates for 
the through carriers. Such rate structure shall also give appropriate weight to 
the value of the service performed by the air carriers and to other pertinent rate- 
making factors.’’ 

It is obvious, of course, that the above-suggested wording is not intended to 
take the place of any present bill introduced and pending before your committee. 
It is designed for the sole purpose of suggesting legislative language to carry out 
the primary proposal made by me on July 12. It therefore can be, and we hope 
will be adopted as an appropriate and integral part of any subsidy bill eventually 
passed by Congress. I will appreciate your inserting this letter as a part of the 
official record of the hearing before your committee so that it may be considered 
as though I had introduced it while testifying on July 12. 

If we may furnish you any additional information or assistance on this point, 
please let us hear from you and we will be glad to supply it. 

Yours sincerely, 
J. H. Carmicuak., President. 


The CuairMan. I also have an additional comment by United 
Air Lines with respect to the rates for the carriage of mail by the 
railroads. 

(The letter referred to is as follows:) 


Unitep Arr LINEs, 
Chicago, Ill., July 18, 1951. 
The Honorable Epwin C. JoHNson, 
United States Senate, Washington, D. C. 


Sir: Last Thursday, July 12, during my appearance before the Senate Inter- 
state and Foreign Commerce Committee, I gave certain information in my state- 
ment concerning the relative cost to Government of transporting first-class mail 
by rail as opposed to the cost to Government of carriage of air mail by the Big 
Four carriers. A careful review of the figures and of the sources used confirms 
my statement. The comparison which I gave can be stated as follows: 

For the fiscal year 1950, the railroads received 45.5 cents per ton-mile for the 
transportation of mail after appropriate adjustment for recent rate increases and 
for equivalent mileages. 
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The Big Four carriers are receiving a mail rate of 45.0 cents per mail ton-mile 
effective January 1, 1951. 

In calculating the cost of first-class mail service to the Government I used as 
sources of data the Cost Ascertainment Report of the Post Office Department 
for 1950, and two publications of the Association of American Railroads, A Review 
of Railway Operations in 1950, and an Initial Study of Air Transportation, pub- 
lished in 1944. It should be stressed that data from the cost-ascertainment report 
is based on an apportionment of payments made by the Post Office Department 
and is necessarily approximate in nature. However, it does represent the official 
determination of the Post Office Department and, as such, is appropriate for this 
particular comparison. 

The cost of transportation of first-class mail by rail to Government was derived 
as follows: 

1. Table 61 of the cost-ascertainment report shows expenditures for the fiscal 
year 1950 for railroad mail service for transportation of mail of $26,279,286. 

2. Table 40A of the same report gives the total pound-miles of first-class mail 
as 210,207,817,256. Converted this becomes 105,103,909 ton-miles. 

3. Dividing the expenditure by the ton-miles produces the following: 


$26,279,286 ton-miles=25 cents per ton-mile 
105,103,909 1-miles = 25 S pe 1-mi 


This figure of 25 cents represents unadjusted transportation cost to government 
per ton-mile of first-class mail hauled at railroad mileages at rates prevailing 
during fiscal 1950. 

In December 1950, the Interstate Commerce Commission approved an agree- 
ment in docket 9200 which gave the railroads an increase in pay for transpor- 
tation of mail equivalent to 49 percent over rates in effect during the fiscal year 
1950, the period covered by the cost-ascertainment report. The amount of 
additional pay awarded the railroads covered the period since February 19, 1947, 
and was applicable to all classes of mail alike, including first-class mail. It is 
reasonable, therefore, to adjust the $26,279,286 paid for transportation of first- 
class mail by rail upward by 49 percent to reflect this new retroactive rate. 
Giving effect to the retroactive increase, the cost for fiscal 1950 becomes 
$39,156,136. 

A further adjustment should be made to reflect the circuitous mileage traveled 
by rail carriers as compared with the direct flights of air service. Reference to 
an Initial Study of Air Transportation, published in 1944 by the American 
Association of Railroads shows, at page 9, that the average air distance between 
»0ints is 18.1 percent shorter than the rail distance between the same points. 

his means that if first-class mail were carried by air, it would generate 18.1 
percent fewer ton-miles than by rail. In order to fairly compare the cost of 
transportation of air mail with the cost of first-class mail by rail, the ton-miles of 
surface mail should be reduced to reflect an equal amount of service performed. 
Since the Post Office Department does not benefit from circuity but is interested 
only in getting the mail from one city to another, this adjustment is logical. 
Reducing the 105,103,909 ton-miles by 18.1 percent gives an air equivalent ton- 
mile figure of 86,080,101. The real comparative cost of transportation is then as 
follows: 


$39, 156,136 (reported cost + 49 percent increase) _ al i Ee 
86,080,101 (air equivalent ton-miles) setae Ap Minima tan a oe 


Thus the railroads are receiving an equivalent rate of 45.49 cents per ton-mile 
compared with the 45 cents per ton-mile service rate for United and the other Big 
Four carriers. Also, it should be remembered that while the cost to Government 
is less, the postage rate to the user of air mail is twice as much as for slower first- 
class mail. It should further be borne in mind that the railroads are asking for still 
further increases in their mail rates in 1951. 

if there is any further information on this subject which you or other members 
of your committee would like to have, I will be pleased to furnish it. On behalf 
of United Air Lines, I would again like to express my appreciation for the oppor- 
tunity to appear before the committee and state United’s position on this matter 
which is so vital to the air transportation industry. 

Very truly yours, 





Curtis BaRKEs, 
Vice President, Finance and Property. 
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The CuarrMan. I also wish to insert in the record a statement from 
Central Airlines addressed to Mr. James G. Ray. 
(The letter referred to is as follows:) 


CENTRAL AIRLINES, IN¢., 
Fort Worth, Tex., July 13, 1951. 
Mr. Jim Ray, 
Care of Ray & Ray, 1507 M Street NW., 
Washington 5, D. C. 

Dear Mr. Ray: As you know, hearings are underway before the Senate Inter- 
state and Foreign Commerce Committee on several Senate bills, including Senator 
Johnson’s 8. 1657 which provides for the separation of air-mail pay from subsidy. 

It has come to my attention that on or about June 28th a witness appearing 
before this committee put into record certain statistical information in regard 
to Central Airlines, which is incorrect. 

Although we have not seen a transcript of the actual testimony we understand 
that the witness on pages 239 and 240 of the transcript of the Senate hearing 
made the following remarks concerning Central Airlines: 

‘*] would like to read from American Aviation Daily, which is evidently an 
answer to some of the statements that I made here on the occasion of my opposi- 
tion to the appointment of Delos Rentzel. 

‘‘Rentzel refutes Heacock charges. Refuting statements made to the Senate 
Interstate and Foreign Commerce Committee by Amos E. Heacock, president of 
the Air Coach Transport Association, CAB chairman Delos W. Rentzel said, 
‘Board records indicate mail pay of Central Airlines, Inc., is equal to $37.05 per 
mail ton-mile rather than the $189.13 cited by Heacock.’ 

““T would like to show you, Senator Johnson, a statement of the Civil Aero- 
nautics Board here which shows at the bottom here, as the United States mail 
revenue per ton-mile, of $189.13 for Central Airlines. I can see how the mistake 
was made by Mr. Rentzel, because it is at the bottom of a column which includes 
$37.05 for the year 1950, and this happens to be for 1949. 

““The CHArRMAN. I do not read those figures. I thought that was $18,913.33. 

“Mr. Heacock. The decimal mark is for cents, not dollars there, you see. 
So you point of two decimals, and you have $189.13. This is the cents mark here 
rather than dollars. 

“Central Airlines is an example of the colossal inefficiency permitted by the 
Civil Aeronautics Board. They get $11 of subsidy for every $1 of outside com- 
mercial revenues that they obtain. They prevent the establishment of a non- 
subsidized system in feeder line transportation.” 

Apparently what the witness was referring to in regard to Central’s mail pay 
per ton-mile was a statement contained in Mr. Rentzel’s letter of April 11, 1951, 
to Senator Johnson in which Mr. Rentzel took issue with and replied to certain 
testimony which’said witness had given before the Committee on or about April 6, 
1951. On page 3 of his letter to Senator Johnson Mr. Rentzel stated as follows: 

“Mr. Heacock stated, ‘A CAB report I have before me indicated that Central 
Airlines, a feeder line, during the 12 months ending September 30, 1950, 
received $577,622 in mail pay. The report also indicates that this amounts to 
$189.13 for each ton-mile transported.’ 

‘‘Mr. Heacock’s statement of the amount of mail pay is correct, but the Board’s 
records indicate that this amount of mail pay is equal to $37.05 per mail ton-mile, 
rather than the amount of $189.13 cited by Mr. Heacock.”’ 

It is understandable as to why there will be discrepancy in the cost per ton-mile 
of a dollar or so, due to such elements as completion factor, and allowable mileage 
authorized by the Civil Aeronautics Board for Central Airlines to fly. How- 
ever, the witness is grossly mistaken when he reports to the committee our United 
States mail revenue per ton-mile is $189.13. During the period from September 
15, 1949, through December 31, 1950, our ton-mile cost was $35.76, taking into 
account various CAB orders and other adjustments. 

The witness, according to my information, stated, “they get $11 of subsidy 
for every $1 of outside commercial revenues that have been obtained.’’ The facts 
are that from January 1, 1951, through March 31, 1951, this ratio has been 
approximately $4 to $1. 

As you are aware, Central Airlines activated its system originally with single- 
engine aircraft of the Beach Bonanza type. We operated our system serving 
parts of Texas, Oklahoma and Kansas with single-engine aircraft until our passen- 
ger traffic simply outgrew the single-engine airplanes. However, during this 
period of time that we were operating single-engine aircraft, the total amount of 
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money paid Central Airlines each month by the Government was far less than would 
have been paid Central Airlines by the Government as compared with what 
would have been required for the operations of DC—3’s, during this initial stage 
of our development. On May 15, 1951, Central Airlines completed the activation 
of its entire system to 24-passenger DC-3 aircraft. In June of this year we had the 
best traffic month of our history during which we carried approximately 3,056 
passengers. I might add, in regard to this figure, that one of the well known 
regional scheduled carriers operated approximately 4 years before they had a 
3,000-passenger month. I would like to state that as of this date the number of 
passengers that we are carrying exceeds the same number that we carried for the 
first 13 days of June 1951. 
I would appreciate it if you would file this letter with the committee and call 
same to the attention of Senator Johnson for his information. 
With deep respects I remain 
Sincerely yours, 
CENTRAL AIRLINES, INC., 
KeirtH Kauue, President. 


The CuarrMan. Then I have a communication from Mr. Nyrop, 


chairman of the board, which I think maybe I had better read. It is 
addressed to me, dated July 17: 


During my appearance before the Committee on Interstate and Foreign Com- 
merce on June 27, 1951, you raised a question with respect to the contingent 
liability of the Government for additional mail payments to certificated mail 
carriers. In order to eliminate any possible misunderstanding as to the nature 
of the figures discussed, it is requested that the record be amplified to show the 
Board’s position as to the significance of the contingent mail pay figures. 


That is, the back pay. 


At the request of the staff of your committee, the board furnished a breakdown 
of the contingent mail pay liability for the calendar years 1947 through 1950 
by individual carriers. The breakdown by major carriers is as follows: 


Big Four eran a __.. $68, 900, 000 
Other domestic trunks _ - ae ita _.... 16, 807,000 
Local service carriers_-__----- j gh3 SF 3, 883, 000 
Territorial 825, 000 


International and overseas..._______. aap eel 77, 302, 000 


167, 717, 000 


A tabulation of the amount of mail pay claimed by the various carriers does 
not provide a significant indication of the true contingent liability of the Gov- 
ernment. 

The sharp contrast between the actual and contingent liabilities is evident by 
reference to several recent cases in which the final mail pay compensation can be 
stated with reasonable assurance. In the tabulation the contingent liability for 
the Big Four carriers appeared as $68,900,000. As you know, the board has 
recently reached an agreement with all of the parties to the Big Four case to 
settle the final rate through December 31, 1950 at 63 cents per mail ton-mile. 
This settlement will result in a refund to the Government of approximately 
$3,400,000 as of December 31, 1950. (Remaining refund of approximately 
$1,600,000 is for the period ending March 31, 1951.) It is apparent, therefore, 
that instead of a contingent liability of $68,900,000, the decision will result in a 
repayment to the Government of approximately $5,000,000. 

The recently established temporary mail rates for Northwest Airlines, which 
were intended to approximate the final mail pay to be established, indicate that the 
actual liability of the Government to Northwest will be approximately $13,500,000, 
less than the stated contingent liability. 

In the case of the international operations of Chicago & Southern Airlines, the 
Board’s recent show cause order, indicates a refund to the Government of approxi- 
mately $700,000 as compared with the contingent liability of $2,683,000. 

The above illustrations demonstrate that the final mail pay awards will in many 
cases be extremely small in relation to the contingent liability figures, and in 
some instances the Government will actually receive a refund rather than be 
liable for additional mail payments. It now appears likely that by reason of 
anticipated refunds, there will be little or no liability for additional mail compensa- 
tion to the domestic carriers, including both trunk lines and local service operators. 
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The board’s analyses in the international field are not as far advanced as the 
analyses completed in the domestic area, but it is the board’s present judgment 
that the final mail pay awards to the American-flag carriers in the international 
field will be substantially less than the indicated contingent liability. 

It is hoped that the above information will be helpful to your Committee, and 
will serve to avoid any possible misunderstanding as to the significance and nature 
of the contingent liability data previously furnished. 

Sincerely yours, 
Donatp W. Nyrop, Chairman. 


Contingent liability based upon information in the foregoing letter. 


New breakdown by major carrier divisions 


Big Four — $5, 000, 000 
(That is, $5,000,000 to be returned by them.) 

ni ns dln meee ulmi ese mln aven +3, 307, 000 

sear OR ee ce mnie wane — 3, 883, 000 

Territorial +825, 000 

en ee Sil ele te ince See a ie RU a aa ila Pm ee elt ree +73, 919, 000 


+76, 934, 000 


Senator Brewster. Now, in this letter by Mr. Hunter, he suggested 
on the UPU rate that “if such separation is considered absolutely 
necessary, the least that should be done to protect United States flag 
carriers against the unfair discrimination and competition of foreign- 
flag carriers should be to provide that the service rate for carriage of 
mail shall not be less than the rate fixed by the Universal Postal 
Union.” 

You did not want to have that as the limit, I understand. Would 
you object, also, to having that as the minimum? 

The CHarrMaAN. As the floor? 

Mr. Bearp. As the floor? No. 

Senator Brewster. You do not object to that suggestion of Mr. 
Hunter? 

Mr. Bearp. No. 

Senator Brewstrer. Would you agree to that? 

Mr. Bearp. Certainly we think that it should not be less than the 
UPU rate, because anything that the United States pays which is 
less than the UPU rate is going inevitably to result in a comparable 
reduction of the UPU rate with a consequent further reduction to the 
revenues of United States flag carriers received from other countries. 

Senator Brewster. [Reading:] 

We further believe the United States should not adopt the UPU postal rates 
for payments to its flag air carriers. 

You would not object to having that as a minimum, but you meant. 
that you did not want it as the final maximum? 

Mr. Brarp. That is right. 

Senator Brewster. So you would still be open to claim additions! 
cost if it were demonstrated that that was necessary? 

Mr. Bearp. Yes, sir. 

Senator Brewster. Otherwise, you would feel that it would affect 
you very adversely because of your recent start in the field? 

Mr. Bearp. Correct. 

The CHarrMan. We are ready for the next witness, then, unless 
you have something you want to add. 

Mr. Bearp. I have nothing more, sir. 
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The CuarrMan. Let me ask you just one other question about the 
South American airlines, which compete with you. What rate do they 
get for carrying the mail to the United States? 

Mr. Bearp. To the United States, we have no way of knowing. 
The figures, so far as I know, are not made public, with the exception 
of Brazil, which does not pay its carriers in the form of mail pay; it 
simply grants them a payment of so much per kilometer operated, 
without specifying what that payment is for. From the United States, 
all of those carriers get the UPU rates. 

The CuatrMan. They get the UPU rate 

Mr. Bearp. From the United States, for the United States mail that 
they carry to foreign countries. 

Senator Brewster. They do not get much of it, though, do they? 

Mr. Bearp. I do not know, sir, whether they do or not. I under- 
stand that that depends somewhat upon the carrier and the service 
it renders. 

In the main, the foreign carriers operating to the United States are 
operating, with the exception of between Cuba and Florida, only one 
or two frequencies a week, which in itself would reduce the volume of 
mail they get. 

Senator Brewster. I think on the Atlantic service it might show 
that they do not get too much of it. Over there they give preference 
to their own carriers, do they not, on shipments that they send here? 

Mr. Bearp. In Europe, sir, I cannot tell you. I have had all I 
could do to deal with our operation. 

Senator Brewster. How about South America? 

Mr. Bearp. In South America, no, I do not think there is any 
particular discrimination in favor of their own carriers. 

Senator Brewster. They do not give enough service, perhaps? 

Mr. Bearp. I think that is the principal reason. There is dis- 
crimination in favor of their own carriers in other respects, with 
respect to passenger traffic, but none with respect to mail has come 
to my attention. 

The CHarrman. Thank you. 

I notice that Mr. Weihmuller bas not arrived. So the hearing will 
recess until 2 p. m. on Wednesday, when he shall bear Mr. D. R. 
Sullivan, vice president of the National Association of Letter Carriers 
and Mr. Emery Johnson, general manager of Air Cargo, Inc., and Mr. 
Paul Aiken, formerly Assistant Postmaster General. 

The committee will stand adjourned. 

(Thereupon, at 11:10 a. m., the committee recessed until 2 p. m., 
Wednesday, July 25, 1951.) 
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WEDNESDAY, JULY 25, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForbnIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 2 p. m., in the committee 
room, room G—16, United States Capitol, Senator Edwin C. Johnson 
of Colorado (chairman) presiding. 

Present: Senators Johnson of Colorado and Magnuson. 

Also present: Edward Sweeney, professional staff member, and 
George 5S. Williams, administrative assistant to Senator Williams of 
Delaware. 

The CuarrMan. The hearing will please come to order. 

Mr. D. R. Sullivan, vice president of the National Association of 
Letter Carriers. Will you come forward, Mr. Sullivan, and be seated 
and proceed in your own way. 


STATEMENT OF DANIEL R. SULLIVAN, VICE PRESIDENT, 
NATIONAL ASSOCIATION OF LETTER CARRIERS 


Mr. Suutiivan. Mr. Chairman and gentlemen of the committee, my 
name is Daniel R. Sullivan. I am vice president of the National 
Association of Letter Carriers, an organization of more than 100,000 
city, village, and rural carriers, located in each of the 48 States, Puerto 
Rico, and the Hawaiian Islands. Our organization is affiliated with 
the American Federation of Labor. 

| appear here today on behalf of the distinguished president of our 
National Association of Letter Carriers, William C. Doherty, who 
wished to testify before your committee in favor of the subsidy 
separation bill. He is out of the city on very important business. 
Mr. Doherty testified on this legislation last year and wishes to have 
his views on this very important question submitted to your dis- 
tinguished committee again this vear. 

First, we want to make it abundantly clear that we are not opposed 
to subsidizing our airlines. We know full well the indispensable 
contributions made by our airlines in the last war. We also know 
full well that subsidizing airlines is very helpful toward developing 
the kind of air power that will be necessary for the continued preser- 
vation of our Nation. We maintain, however, there should be a 
separation of airline subsidies from air-mail compensation in order 
that the fiscal operations of the Post Office Department can be 
presented to the people in their true light. 

Under existing laws, the amount of the airline subsidies is included 
in the expenditures of the Post Office Department. Frankly, it is 
impossible for anyone to say with certainty the exact allocation of 

583 
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subsidy and compensation. According to the best information we 
can secure the amount of the subsidy has been calculated to be 
between $40,000,000 and $60,000,000 annually. Since the Post Office 
deficit is causing so much concern to the members of Congress and 
to the general public, and since the deficit has been given as the 
reason for the curtailment orders which have caused the tremendous 
reduction in post-office efficiency and employee morale, we believe 
that the expenditures of the Post Office Department should be 
stripped of everything except the moneys expended for strictly 
post-office operations. This is our interest in the matter of the 
separation of airline subsidy from air-mail compensation, and the 
reason why we are appearing here this afternoon. 

It is our belief that S. 436 will provide the best means of taking 
care of this situation. We believe the enactment of this measure will 
be fair to the Post Office Department, fair to the airlines, and fair to 
the taxpayers. Therefore, we wish to place ourselves on record as 
endorsing this bill, and respectfully suggest the committee favorably 
report out S. 436. 

I thank you for this opportunity to present the views of our organi- 
zation on this very important subject. 

The CuarrMAN. We thank you, Mr. Sullivan. 

Mr. Williams, do you have any comments or observations? 

Mr. WituraMs. I have only this observation, Mr. Sullivan, that 
I am in complete agreement with your position with respect to charg- 
ing to the Post Office Department expenditures that do not rightfully 
belong to the Post Office Department. 

I think that is a very bad practice, and that it is confusing to the 
people who try to understand how their departments operate. I think 
it places a pretty heavy burden on the Post Office, and the burden 
does fall with some weight on the employees of the Post Office because 
the expense is charged to you, and it is pretty hard to have balanced 
books with charges that do not rightfully belong in your Department. 

I am glad to see you take the position that you are not opposing 
payments to the airlines for other services that they render. You 
are simply asking that whatever payments are made be not charged 
to the Post Office Department. 

Mr. Sutuivan. That is our position, Senator; yes. 

The CuarrMan. Well, thank you very much. 

Mr. Sututvan. Thank you, Senator. 

The Cuarrman. Next is Mr. Emery F. Johnson, general manager 
of Air Cargo, Inc. 


STATEMENT OF EMERY F. JOHNSON, VICE PRESIDENT AND 
GENERAL MANAGER, AIR CARGO, INC. 


Mr. Jonnson. I, too, have a statement I should like to read from. 
I have copies of it available. 

The CuarrMan. We are glad you were able to come, Mr. Johnson. 
We were anxious to have your testimony. We asked you to come 
and we appreciate that you responded to our invitation. You may 
proceed. 

Mr. Jounson. Thank you. 

My name is Emery F. Johnson. I am the vice president and 
general manager of Air Cargo, Inc. Since 1944 I have also been 
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serving as executive secretary of the Traffic Committee-Air Express, 
the function of which I shall explain in a moment. 

I have been requested to supply the committee with a brief explana- 
tion of the arrangements under which the air-express business is 
handled and the rates which apply to air-express shipment. 

Before attempting to deal with the subject of rates, let me outline 
briefly the arrangements between the airlines and the Railway Express 
Agency. Since 1927 the air-express business has been conducted 
under a contract between the Railway Express Agency and the 
airlines. The REA is the agency with which the public deals in 
making air-express shipments, and it is the agency which performs 
the principal ground-handling functions, including those of pick-up 
and delivery, transportation to and from airports, and so forth. 

The principal function of the airlines, of course, is to provide the air 
transportation, but they also perform some of the ground-handling 
functions, such as interline transfer, loading and unloading aircraft, 
and so forth. 

The sales and promotion of air express is a joint venture in which 
both the REA and the airlines participate. 

Under the terms of the contract between the REA and the airlines, 
a Traffic Committee-Air Express, which is composed of representa- 
tives of all of the airlines handling air express has general jurisdiction 
over many phases of the business. For example, the committee has 
responsibility for many of the operating procedures, for the routing 
of traffic, the establishment of airport offices, et cetera. Under certain 
circumstances the committee also has jurisdiction over air-express 
rates which are under the control of the airlines. 

The financial arrangement between the airlines and the Railway 
Express Agency is, of course, governed by the contract between REA 
and the airlines. Reduced to simple terms, the contract provides 
that all revenues from air-express shipments go into a pool, from which 
the REA first deducts certain amounts, and the balance of which is 
then distributed among the airlines in proportion to the amount of 
air-express service which each has performed. Specifically, the REA 
first deducts from the pool its costs, which, in accordance with the 
contract, include allowances for both administration and profit. (In 
the event the pool should be inadequate to cover the REA’s costs, 
the airlines are obligated to make up any deficit.) After deducting 
its costs, the REA then takes 20 percent of the balance remaining, 
and the other 80 percent is then distributed among the airlines. 

The agreement between the REA and the airlines has been amended 
several times since 1927. It was only recently renegotiated because 
of the REA’s demand for a larger allowance for costs out of the pool, 
and a larger share of the balance remaining for division. In order to 
meet the REA’s demand without drastically reducing the airlines’ 
revenues, it was necessary to increase the rates to the public. 

It should be evident from this brief explanation that there is no 
direct relationship between the rates which are charged to the public 
and the return which any one airline receives for the air-express service 
it performs. 

Turning now to the air-express rate structure—that is, the rates 
which the public pays for air-express service—there are several basic 
points which should be borne in mind. In the first place, air-express 
rates are door-to-door rates. They cover transportation from the 
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shipper’s door to the consignee’s door. In this respect, they are unlike 
both air-freight rates and passenger fares which cover transportation 
only between airports. 

In the second place, it must be remembered that express is tradi- 
tionally a small-package business, and air-express rates, like railway- 
express rates, are designed to attract small-package shipments and, 
at the same time, compensate the carriers (both the Railway Express 
Agency and the airlines) for the relatively high proportion of terminal 
handling costs which are involved in carrying this type of traffic. 
Since the rates are designed primarily for small- -package shipments, 
and since the traffic actually moving in air express is, for the most part, 
of that type, the rates when reduced to a ton- mile basis, will appear 
relatively high. 

The present air-express rate structure, for example, as applied to the 
traffic presently moving, will produce gross revenues which amount 
to approximately 83 cents per ton-mile. In view of the fact, however, 
that these revenues are divided between the Railway Express Agency 
and the airlines in the manner I have previously described, the airlines 
themselves will not, of course, realize any such yield on a ton-mile basis. 

I doubt that the committee is interested in all of the complexities 
of the air-express-rate structure which is presently in effect. I think 
I can, however, indicate in general terms the basis upon which the 
rates are constructed. 

The rate which the public pays really contains two elements, a 
line-haul element and a so-called arbitrary or terminal handling 
charge. The latter is never less than $2 and applies to every ship- 
ment. In the case of a 100-pound shipment moving up to 249 miles, 
for example, the shipper pays a rate of $7. $2 of that amount is 
the arbitrary or the fixed terminal-handling charge. The remaining 
$5 is the line-haul charge. 

The line-haul portion of the rate increases as the length of the 
haul increases. However, for convenience in publishing “the rates, 
distances are measured by mileage blocks, each of which is assigned 
a scale number in the tariff. The first block (scale No.1) is 149 miles. 
The next 22 blocks are 100 miles each. The final block wat No. 24) 
covers all distances beyond 2,350 miles. The line-haul portion of the 
rate for a shipment of 100 pounds is $5 for the first two blocks, and 
increases by $3.20 for each additional mileage block thereafter. Thus, 
$3.20 is added to the 100-pound rate of $7 for each mileage block 
after the second one. 

The line-haul portion of the rate increases proportionately to the 
weight of the shipment. However, as a result of the inclusion of the 
terminal handling arbitrary, the total rate per pound decreases as 
the weight of the shipment increases, until the 100-pound level | 
reached. 

There is also a minimum charge of $2.50, so that no matter how 
small the shipment or how short the distance it moves, the shipper 
must pay at least $2.50. 

I should add that the rates I have been discussing are the normal 
domestic air express rates. Actually there is a great variety of air 
express rates, which are contained in eight different tariffs published 
by the Railway Express Agency and on file with the Civil Aeronautics 
Board. Four of these tariffs apply to domestic shipments and the 
other four apply to international shipments. Some of these tariffs 
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contain rates applicable only to specific commodities. Others contain 
rates which apply to high-value shipments. The rates I have been 
describing, however, are those which apply to better than 95 percent 
of all of the air express shipments moving today. 

I assume that the committee would be interested in having some 
idea as to what the results would be if express rates were applied to 
mail shipments. Since I do not have available complete data showing 
the origin and destination and the size of all of the air mail transported 
during any period, I cannot, obviously, give any over-all results. 1 
can, how ever, give you examples of w hat the results might be. To 
enable the committee to make comparisons I shall use e xamples which 
have been mentioned in earlier testimony. Mr. Tipton, in his 
testimony before the committee, gave three examples. One of them 
was the case of a “light mail’’ flight operated by one of the medium- 
sized domestic trunk carriers. He stated that a check made by that 
carrier disclosed that during the month of May the average pouch 
carried on that flight weighed 6.4 pounds and moved a distance of 
256 miles, and he stated that had air freight rates been applied to 
the mail carried on that flight, it would have cost the Government 
$3.66 per ton-mile. Applying the air express rates to that same mail, 
the cost to the Government would have been $3.13 per ton-mile. 

The second example given by Mr. Tipton was the case of a “heavy 
mail’’ flight operated by the same carrier. In that case the average 
pouch weighed 12.3 pounds and moved a distance of 550 miies, and 
he stated that if air-freight rates were applied to that mail the cost 
to the Government would have been 96% cents a ton-mile. Again, 
if we were to apply air-express rates to that same mail, the cost to 
the Government would have been $1.28 per ton-mile. 

In the third example which Mr. Tipton gave he applied air-freight 
rates to the average air-mail pouch which weighs 11.6 pounds, accord- 
ing to Post Office Department figures, and he assumed that it moved 
the same distance which air-mail letters move on the average, namely, 
1,170 miles. In that case he found that the Post Office Department 
would have to pay at air-freight rates $1.08 a ton-mile. Once again, 
if we apply air-express rates to that same shipment, the cost to the 
Post Office Department would be 89% cents per ton-mile. 

The final example which I shall use was that reported to the com- 
mittee in the testimony of Mr. Woolman, the president of Delta 
Airlines. He reported that a study of one of Delta’s flights for the 
month of May 1951, showed that the average mail load was 104 
pounds. The flight carried 10,636 pounds of mail in 1,215 pouches, 
so that the average weight per pouch was 8.7 pounds. The average 
distance which each pouch moved was 149 miles. He showed that 
at a rate of 63 cents a ton-mile, with a 100 pound minimum load, 
Delta would have received $603, or slightly less than 50 cents a pouch 
for carrying that mail. On the other hand, if it had been carried at 
air freight rates, Delta would have received $1,729, or $2.18 a ton-mile. 

If air express rates were applied to the mail carried on that same 
flight, it would have been even more expensive than at air-freight 
rates. The total cost to the Government at air-express rates would 
have been $1,925, or $2.41 a ton-mile, as against the $2.18 a ton-mile 
under air-freight rates. 

Let me say that these results should not be surprising to anyone who 
is familiar with the transportation business or the basis on which air- 

86630—51 38 
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freight rates and air-express rates are constructed. Air-freight rates 
are designed to attact large-volume, long-haul shipments. When 
they are applied to small ship nents moving short distances, the rates 
are quite high. Air-express rates, on the other hand, are designed to 
cover the relatively high cost of handling small packages and when 
those rates are applied to shipments of even medium volume, they too 
result in relatively high charges, as has been demonstrated by the 
examples which I have cited. 

One final point: air express is sometimes described as “‘priority”’ 
traffic, and from that statement people sometimes conclude—erron- 

’ i No. 1 priority on aircraft. That, of 
course, is not true. Actually air express is No. 3 on the priority list. 
It takes priority only over air freight. Just as air mail, which is the 
No. 1 priority, displac es passengers, so both mail and passengers 
displace express. It is only when there is room left on the airplane, 
after all the mail and passengers have been loaded, that express can 
move. 

For the convenience of the committee, I have brought along a 
limited number of air express memorandum tariffs showing the rates 
from Washington, D. C. 

I realize that the subject of express rates is an extremely complicated 
one, and that in the process of trying to make it clear, I may have 
oversimplified it. If the committee has any questions concerning it, 
I shall be very glad to try to answer them. 

The CHarrman. Mr. Williams, do you have any questions or 
observations? 

Mr. Wruutams. No; I think not. 

The CHarrmMan. Well, I have a great many questions. Frankly, I 
am quite bewildered by your testimony—and I do not blame you. 
You say at one point here that it should be evident from this brief 
explanation that there is no direct relationship between the rates 
which are charged to the public, and the return which any one airline 
receives for the air-express service it performs. 

You are saying that there is no relationship between the rates which 
are charged to the public and the return received by all the airlines 
that participate in the joint action? You are talking now about the 
distribution of the charges to the participating airlines? 

Mr. Jounson. No, I meant, Senator, that there was no direct rela- 
tionship between the total amount paid to all of the airlines and the 
rate level which determined the gross revenues obtained from the 
public. 

The reason I meant that, and I probably should not have so hastily 

concluded that it was an apparent fact, is that charges to the public 
are assessed upon a basis of a level of so many cents per ton-mile, 
but that money which is collected in that fashion is first subject to 
being diluted by having the Railway Express Agency deduct its costs 
from that. 

Now, those costs may vary, and they do vary. Over a period of 12 
months they will average out, perhaps, but we have no guaranty 
that the express company’s costs in any given month will amount to 
any particular ratio of the total dollar. So, therefore, we do not know 
what the airlines are going to receive for that month’s accounting. 

The Cuarrman. How do you find out what you are going to charge? 
My understanding is that you charge the actual cost of picking up the 
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parcel at the one end, placing it on the plane, and taking it from the 
plane and delivering it to the door. You deduct all those charges, 
and then you add 20 percent for the express company’s profit. 

Mr. Jounson. That is what the Railway Express Agency does. I 
am not with the Railway Express Agency. I am, on the other hand, 
employed in a position in which I work for the airlines. 

The express company does deduct its costs and a share of the balance 
remaining for division. Those costs, while they are not controlled 
by the airlines, are only such costs as the express company is allowed 
under the terms of the contract. 

Now, let me explain it this way: Let us say that the express com- 
pany has five trucks on the street in Washington this afternoon, 
exclusively assigned to air express purposes. ‘The airlines have no 
control over those trucks, tomorrow they may be expanded to 10 or 
15 or to 20. 

Obviously, if the number of those vehicles was expanded, the costs 
of the express company would go up, and regardless of whether they 
go up or whether they go down, they are first deducted from the gross 
revenues before there is anything left to pay to the airlines. 

The CHarrmMan. Well, all the figures that you have given us on 
charges include the express company’s service of picking up and dis- 
tributing, plus the profit of 20 percent. 

Mr. Jounson. They do. The ton-mile figures—all of the ton-mile 
figures that I have quoted are based upon the charges to the public. 

The CuarrmMan. And you have no figures which would separate and 
segregate these charges so that we can learn what it would cost to ship 
a ton of express a certain number of miles? 

Mr. Jounson. Yes. The charges I have given you are the actual 
cost. I have told you what it would cost. 

The CHarrMan. Actual cost of air transportation? 

Mr. Jonnson. No. 

The CHarrMAN. We are not interested in the express company’s 
transportation charges. What we are interested in is the actual 
transportation by the airline. What we are trying to do is to find out 
what, if any, relationship there might be between the transportation 
of express and what would be a reasonable rate, based on that trans- 
portation, to apply to mail. So we are not interested in the gathering 
of the express at the one end or the delivery of the express door-to-door 
at the other end. 

Mr. Jounson. And you are not interested in the rates presently 
charged to the public, but you are interested only in the return received 
by the airlines? 

The CHarrMAN. Well, we are interested in what is charged to the 
public, but what we really want to know is how much the airlines get 
for transporting that express. 

Mr. Jonnson. I can give you that, Senator, with the material that 
I have with me this afternoon, within a fair degree of accuracy, let me 
say plus or minus | percent. 

The specific way to determine it would, of course, be to go to the 
Civil Aeronautics Board’s records and determine the total ton-miles 
of air-express service reported by the carriers, and the total air-express 
revenues. 

With those figures it is, of course, possible to determine what the 
over-all return to the airline industry for its share in the air-express 
business has been. 
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Generally speaking, over the past few years that return has approxi- 
mated 35 cents a ton-mile. 

The CHarrMaANn. Well, that is a figure that we want. We want to 
get just as close as we can to a rate for the transportation of mail, and 
the transportation of express on the airlines ought to get us reasonably 
close to a rate for the transportation of mail on the airlines. There is 
some similarity. 

Mr. Jounson. If it would be of any value, I could give you some 
rough figures at this time, which would enable you to determine what 
the airlines received as an industry for their portion of the air express 
property transportation business over the past 10 years. 

On the other hand, if you do want it in a precise fashion —— 

The Cuairnman. Can you break it down in years so that we can 
better judge its value? 

Mr. Jonnson. Yes, I think so, if you would like it. 

That 35.6 figure on the CAB Recurrent Statistics for 1950 should be 
inflated somewhat for an industry average by virtue of the fact that 
the smaller or so-called local service carriers normally report a slightly 
higher ton-mile return. 

The CuatrmMan. Yes. That figure varies with the different air- 
lines. Continental is 39 plus, Delta is 30, Inland is 35%, and Mid- 
Continent 34.76. 

Mr. Jounson. If those are the figures for 1950, I believe that you 
will find they are approximately the same also for 1949. There was 
very little variation. 

The CuarrMan. In 1949 Continental was 36.76, Delta was 29.2, 
Inland was 33.53 and Mid-Continent 34. All of them were slightly 
lower than they were in 1950. I wonder why that would be, why the 
express returns would be slightly higher in 1950 than they were in 
1949? 

Mr. Jonnson. In the spring of 1949 the Railway Express Agency 
had a very disastrous 45-day strike at New York City. Because of 
the strike at New York, and with respect to air express, recalling that 
approximately one-third of all express traffic originates or terminates 
at New York, there was no traffic to speak of. 

The agency was unable to cut its cost as quickly as its traffic dropped 
off, and for a period of February, March, April, and May, as I recall, 
both during the 45-day strike and for a period of about 60 days there- 
after, operations at New York were extremely expensive and they 
inflated their entire costs. 

The Cuarrman. Mr. Sweeney? 

Mr. Sweeney. Mr. Johnson, I wonder if you could give us the basis 
upon which the rates that are charged to the public were established. 
Why was $2 selected as the “arbitrary’’ or fixed terminal handling 
charge? Is that related to any cost studies? 

Mr. Jounnson. It is directly related to the direct costs of the 
Railway Express Agency, under the contract as it was effective up 
until January 1 of this year. Their costs per shipment by months 
during 1950 ran from a low of about $1.90 to a high of about approxi- 
mately $2.11, and their costs per shipment, average for the twelve- 
month shipment, were around $1.94, as I recall. 

Anticipating some union labor increases that the agency had in 
October of 1950, and anticipating that those costs would be slightly 
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higher therefore in 1951, that $2 arbitrary or terminal handling 
figure was related to the agency’s direct expense. 

Mr. Sweeney. So that means that figure takes care of the ground- 
handling costs of the express agency at both ends of the shipment? 

Mr. Jounson. So far as their out-of-pocket expenses are concerned, 
yes. It does not take care of, for example, their share of the net 
which remains for division nor their share of the amount paid for 
development or overhead and indirect, or items of that kind, but it 
seeks to do exactly what it is designed to do, and that is to have each 
shipment pay its share of the handling at both ends. 

Mr. Sweeney. What is the basis of the line-handling element that 
you spoke of? 

Mr. Jonnson. The line-haul charge is based upon attempting to 
retain the return of approximately 35 cents per ton-mile to the 
airlines under the amended contract which became effective on 
January 1 of this year. 

The CuarrMan. You are shooting at a goal of 35 cents? 

Mr. Jonnson. Yes, Senator; that is what it had been before this 
year, and that is what the carriers tried to do in the new rates which 
were adjusted in conformity with the new contract. They sought to 
retain that return, no more, no less. 

The CrarrmMan. And that is your target? 

Mr. Jounson. Yes, it is. 

The CHarrmMan. Does that target hold good for the different car- 
riers, the trunk-line carriers, so-called, and the feeder lines, and the 
regionals? Do you have about the same target or do you have a 
variation? 

Mr. Jonnson. They have substantial variations, and I could 
not tell you what held good for any one airline. I cannot speak 
for them. I can only tell you what | know as a result of work done 
in the Traffic Committee-Air Express. 

I would not say that every airline was happy with the idea of con- 
tinuing the same rate of return. Some of them were obviously 
unhappy with the old rate, and some of them are obviously, perhaps, 
dissatisfied with the new rate. But generally speaking, what they 
sought to do was simply turn the crank and extend the return that had 
been maintained before the amended contract became effective. 

The Cuartrman. In your opinion, are the rates established rates 
which fairly well reflect the cost of transportation? 

Mr. Jounson. I would not be competent to answer that, Senator. 
I have not worked for an airline directly for some long period of time, 
and whether 35 cents or $35 would be adequate, I am not an authority. 
I can tell you a lot about the air-express business, but I, unfortunately, 
cannot tell you how the return therefrom stacks up in the mind of the 
direct carrier. 

The CuHarrMan. I am interested in having you describe your block 
system of rates to the public. How does that work where express is 
transferred? We will say, suppose you were making a shipment from 
Washington to Denver, and you shipped it over one airline from Wash- 
ington to Chicago, and another airline from Chicago to Denver. 
How do you handle that transfer? 

Mr. Jonnson. The rate is determined—— 
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The CuarrMan. I do not mean the actual transfer itself. I mean 
the charges or the revenue that each of the airlines would receive in 
that joint operation. 

Mr. Jounson. I thought you were first interested in how we de- 
termined the rate. Would you like me to speak on that? 

The CuarrMan. That is right. 

Mr. Jonnson. And then how the revenue might be apportioned? 

The CuarrmMan. That is right. 

Mr. Jounson. First, that rate from Washington to Denver would 
be determined without regard to how many or how few airlines might 
participate in the haul. If there was a single carrier or if there was 
the possibility of moving it by five carriers, that makes no difference. 

The rates are determined from mileages, based on point-to-point 
distances, and the mileages used are the shortest lines via the most 
direct routes over any of the authorized routings contained in the 
Civil Aeronautics Board mileage booklet. 

For example, there is probably a nonstop mileage authorized be- 
tween Washington and Chicago, and a nonstop mileage between 
Chicago and Denver. The sum of those two mileages, regardless of 
the companies who might participate, is added up and that mileage 
determines the rate, whether it falls in this block or that block. 

Now, with respect to what happens to that rate after it is once 
collected, if a single carrier flew from Washington to Denver and 
hauled that shipment, the express company, in keeping its records, 
would credit all of that revenue to that single carrier. 

On the other hand, if Capital hauled it to Pittsburgh and TWA 
took it from Pittsburgh to Chicago and United took it from Chicago 
to Denver, the total revenue would be apportioned to each of those 
three carriers in the same ratio as their mileage represented to the 
total mileage, so that if Capital’s mileage were a third, and TWA’s 
were a third, and United’s were a third, the express company would 
credit each of those carriers with one-third of the revenue of that 
shipment. 

If it is a 1-pound shipment they get one-third of a small amount. 
If it is a 10-pound shipment, they get one-third of a larger amount, 
and so forth: but the rates are, first of all, determined without regard 
to carriers 

The revenues after the transportation has actually been performed 
are apportioned upon a mileage basis. Now, those revenues are not 
paid out in accordance with that apportionment. That record, 
which is quite a meticulous one, simply determines each airline’s par- 
ticipation in the total air-express service performed, so that they 
know what ratio that airline gets of what is ultimately left for 
distribution. 

The CHarrMAN. Well, if I should walk into your express office and 
offer you a shipment, we will say, to Denver, you onal tell me right 
away how much that was going to cost me. 

Mr. Jounson. That is right. 

The Cuarrman. You weighed my package, and you can tell me 
exactly what that was going to cost me. 

Mr. Jonnson. That is right. 

The CuarrmMan. You could not tell exactly what the airline charges 
would be? 

Mr. Jounson. No. 
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The CuarrMaNn. You could tell me what it would cost to take that 
shipment that I hand you and deliver it at the door of someone—— 

Mr. Jounson. That is right. 

The CuHarrRMAN (continuing). At the other end, but you could not 
tell me for certain just how much the airlines get out of that. 

Mr. Jounson. That is correct. 

The CuHarrMan. That is an uncertainty. 

Mr. Jounson. That is not known until the books for that period 
are closed. I mean, we determine which airlines carried it, and you 
determine what the express company’s costs are, and after all those 
matters are concluded, and only then, does an airline know what it 
gets for carrying your shipment to Denver. 

The CuarrmMan. But when I give you the shipment you could tell 
me what the over-all costs are, and yet you cannot tell me what the 
airlines get out of it; but the airline must have negotiated with the 
express company prior to the time of receiving the shipment, so that 
they know something about what they are going to get. 

(Mr. Johnson shakes his head in the negative.) 

The CuarrMan. No negotiations? 

Mr. Jounson. I was shaking my head, no. They cannot tell you 
what they are going to receive for any individual shipment. Of 
course, they know that they negotiated, starting back in 1927 and 
have renegotiated several times since then, an over-all contract in 
which the express company says, “I will collect all of the revenues; I 
will take all of my expenses out of those revenues, and you and I will 
split the balance remaining upon, it used to be a 12% percent, 87% 
percent basis, and now it is 20 percent-80 percent basis. But the 
amount of money that any airline is going to earn for handling any 
particular air express shipment is just impossible to define in advance. 

(Discussion off the record.) 

Mr. Jonnson. Senator, may I interrupt to go back to your question 
about tendering the shipment for Denver, Colo.? 

The CHArRMAN. Yes. 

Mr. Jounson. I have one thing that might be of help in helping 
you obtain what you were trying to get out of that. 

For the year 1950 the airlines now know, of course, that they re- 
ceived 56.95 cents out of each dollar of gross revenue; the remaining 
43.05 cents were retained by the Railway Express Agency for its 
costs and its share of the amount for division. 

Therefore, if conditions were the same and we had the same con- 
tract and you paid $10 over the counter for your shipment to move 
to Denver, the airlines would know that they should be able to antici- 
pate receiving $5.695 of that $10. But now, which airline would get 
that $5.695 or how it might be split between one or more, we would 
not know. But simply using past performance, and conditions re- 
maining the same, it would be possible to know if the public puts 
down $10, the airline is going to get $5.70 of that $10. 

The CuarrmMan. Well, I was interested in that division. Will you 
give us the exact amounts again? 

Mr. Jounson. For the year of 1950? — 

The CHarrMan. Yes. 

Mr. Jonnson. Out of the total gross dollars received for air express 
shipments, the Railway Express Agency retained as its share for its 
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costs and its profit 43.05 cents of each dollar. The remaining 56.95 
cents were paid to the airlines. 

Now, I might point out that that is a historical fact now because we 
have a different contract now with higher costs, and we have got a 
different rate to the public, and we have not had sufficient experience 
under that yet to know what these figures will be for 1951. 

The CuHartrMan. Is it likely to be higher—is the express end of it 
likely to get more out of it? 

Mr. Jounson. Oh, yes. The express share out of each dollar will be 
more. 

The CuHarrman. It will be more? 

Mr. Jonnson. Yes. 

The Chairman. That is a very interesting division. We can 
visualize that the express company is the Post Office Department and 
the carrier is the air carrier, and on that basis, the Post Office, out of 
a 6-cent stamp ought to get around 4.5 cents, maybe 55 percent if they 
were going to split all of the postage revenue that they get for carrying 
the mail. 

Now, Mr. Sweeney, you had some more questions? 

Mr. Sweeney. Yes, Senator, I would like to return to that line- 
haul element. Do the airlines determine what the line-haul element 
will be in the rate schedules charged the public? 

Mr. Jounson. Yes. As a matter of fact, the airlines determine all 
of the rates in connection with air express. According to the uniform 
air express contract under which the business has been conducted 
since 1927 the prerogative of setting the rates is that of the airlines. 

In doing so they are, of course, assisted by the express company 
and its knowledge and experience with a good many things, but the 
final determination of all of the factors is that of the airlines. 

Mr. Sweeney. As I understand it, you have set the rate so as to 
yield about 35 cents. 

Mr. Jounson. For the industry. 

Mr. Sweeney. For the airline industry as a whole; and that has a 
historical basis. Does it have any other basis than just the fact that 
it is what it was last year? 

Mr. Jonnson. No, it does not. As a matter of fact, it was the 
basis only for 1949 and 1950. 

Prior to that time there had been higher and lower, I believe, 
returns to the airlines, but in negotiating the present contract it 
appeared to be the disposition of the air carriers simply to hold our 
own at this time, and without regard to whether it was a compensatory 
rate or out of place or not. 

The negotiations were looked on in this fashion. The express com- 
pany’s costs are going to go up by 38 percent. Assuming that their 
share goes up by 38 percent, how much do we have to increase the 
total gross dollars in order to have our share remain constant? 

Mr. Sweeney. How is the line-haul element broken down between 
these different mileage scales? Is it a uniform increase? 

Mr. Jounson. I am sorry. that the memorandum tariff does not 
have the 100-pound rate, but stops short at the 40-pound rate. If 
you would care to enter these figures in at the bottom of each of those 
scale numbers I can quote you the 100-pound rate. 

Mr. Sweeney. I believe you furnished. us with the hundred-pound 
rate on a fly sheet that was enclosed. 
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Mr. Jounson. It was my impression that I only had page 5 of the 
memorandum tariff. 

Mr. Sweeney. Will you explain the 100-pound rate nevertheless? 
I think it would be helpful to have it in the record. 

Mr. Jonnson. The 100-pound rate starts at $7 for scales 1 and 2. 
In other words, for a hundred pound shipment moving over a distance, 
any distance, up to 249 miles, the rate is $7. 

The CuarrMan. You said in your manuscript 149 miles, did you 
not? 

Mr. Jonnson. One hundred forty-nine miles is the size of the first 
block. 

The CuarrMan. Oh, yes. 

Mr. Jonnson. And the second block is a hundred miles. One and 
two together are 249 miles. 

The CHarrMan. Yes. 

Mr. Jounson. Then if you will follow the 100-pound rate across you 
will notice that it goes up in even increments of $3.20 for each addi- 
tional 100 miles. It goes from $7 to $10.20; it goes from $10.20 to 
$13.40. It goes from $13.40 to $16.60, and that same even rate of 
progression, an added $3.20 per 100 pounds per 100 miles is main- 
tained until you reach the end of the scale at line 24. 

Mr. Sweeney. I have done a little mathematics, and I, believe 
that works out to be 64 cents a ton-mile. 

Mr. Jounson. | believe it works out to be 64.6 cents a ton-mile, 
which is the straight line charge now added into that. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Mr. Jonnson. Well, my memory is not good then, Senator, and 
I defer to you and to Mr. Sweeney, and let us make it an even 64 
cents per ton-mile, which is the ton-mile level of the line-haul portion 
of the rate 

Mr. Sweeney. And the $2 terminal charge remains constant? 

Mr. Jounson. That is right; and the $2 terminal charge, of course, 
highly inflates the rate per pound when you are dealing with shipments 
of 1 and 2 and 10 pounds. 

Mr. Sweeney. That is right. 

Mr. Jounson. In addition to that, the minimum charge of $2.50 
also serves to highly inflate the smaller shipments. Actually you will 
find that in small shipments moving over short distances you get a 
ton-mile rate to the public as high as $1.28, sometimes up to $2.18 a 
ton-mile, but the average of $2. 18 and the 64 cents, as applied against 
the traffic actually moving should produce—and this is what it was 
based upon—83 cents a ton-mile. That was based upon a study of 
11,414 shipments, which was part of the background material for 
applying this new rate. 

The CuarrMan. When you say that, where does your target of 35 
cents come in? 

Mr. Jounson. Eighty-three cents to the public should provide a big 
enough pool to allow the express company to deduct its increased costs 
and take its increased share of the amount left for division, and leave 
enough dollars to pay the airlines at the rate of approximately 35 
cents a ton-mile for their service. 

The Cuarrman. I understand it now at long last. I was having 
great difficulty. 
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Mr. Sweeney. Do I understand that the 64 cents a ton-mile has 
been applied uniformly as the line 

Mr. Jounson. Line haul factor. 

Mr. Sweeney. Line haul on all weights, not just the 100 pounds, 
but on the smaller weights, subject to these minimums that you 
spoke of? 

Mr. Jounson. The line-haul factor for 1 pound is 64 cents a ton- 
mile. For example, to show you how it works, to compute the charge 
for 50 pounds under scale 1 or scale 2, you deduct the arbitrary from 
the $7; you take the $5 remainder, and multiply that by 50, your 
number of pounds, move your decimal point over one place, and you 
have $2.50. You add the $2 arbitrary back in and you have the 
50-pound charge of $4.50. 

The CHarrMANn. Well, we may have some questions that we want 
to ask you, but do not do any work on it until we give you the ques- 
tions, and we may have something additional that we want to 
find out. I rather think that we have the information that we want 
now with these tables and all, but if we do need some additional 
information we will be free to call upon you. 

Mr. Jonnson. It would be my pleasure. 

The CuarrMan. And you have been very cooperative and very 
helpful to us. 

Mr. Jonnson. Thank you, sir. 

The CHarrMAN. Now, our next witness is Paul Aiken. 

Do you have anything that can go into the public record, and 
aie of it into the executive record, or do you want it all in the 

xecutive? 


STATEMENT OF PAUL AIKEN 


Mr. Arxen. It does not make any difference to me, Senator. I 
thought, perhaps, what I had to say would be so tied in with examples 
that it might be better to have it in executive session, and then if 
you wanted any on the public record we could put it on. I prepared 
it on that basis. 

The CuHarrmMan. All right. We are anxious to find Senator 
Brewster. 

The executive session record is being kept, and we may very soon 
release it, or we may not. It is something that has not been deter- 
mined yet by our committee. 

Mr. ArkeN. So far as I am concerned, I would not mind giving 
any of this publicly. It just is that some of these examples—I think 
it might in your discretion be of such nature that you would not 
want them made public. 

The CuarrMan. Well, it may be in turn that we will want to make 
them public. 

Mr. Tipton of the airlines, I want you to be with us in these exec- 
utive sessions, representing them 

We will go in the other room and hold an executive session. 

Before we do that, we will place in the record at this point a letter 
dated July 17, 1951, from David A. Benz, of Trans-Pacific Airlines, 
the Aloha Airline. 

(The letter referred to is as follows:) 
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Tue ALona AIRLINE, 
Honolulu, T. H., July 17, 1951. 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Senate of the United States, Washington, D. C. 

GENTLEMEN: Please permit me to submit the following data with reference to a 
bill, 8. 1657, submitted to adjust rates of payment for the transportation of mail 
by air carriers and to authorize subsidies for air transportation essential to national 
defense, commercial development, and for other purposes. 

We in Hawaii are primarily concerned with the fact that, while air carriers in 
the Territory of Alaska receive favored treatment, air carriers in the Territory 
of Hawaii are given exactly the same treatment as comparable airlines within the 
continental United States. For the reasons set forth below, we respectfully submit 
that air carriers in the Territory of Hawaii are entitled to additional consideration 
over and above the consideration accorded air carriers within the limits of the 
continental United States. 

Hawaii falls in the category of hazardous terrain for air carriers, somewhat like 
Alaska, because Hawaii is a chain of islands. Thus, all of our operations are 
conducted over water. This entails additional responsibilities and considerably 
higher operating costs. 

Our maintenance of airframes and all aircraft equipment is more expensive 
than on the mainland because of the corrosion factor. Because we operate over 
water, we also have to abide by certain CAA regulations which force additional 
costs on us. 

Another vital factor to be kept in mind is that our operating costs in Hawaii 
are far higher than elsewhere in the United States because we are some 2,500 
miles away from the nearest source of supply of every item of matériel that we 
need. Everything must be shipped at least 2,500 miles—and a good many items 
must be shipped 5,000 miles from the east coast to us. This not only means 
great additional costs—but means also that we must carry heavier inventories to 
serve as a cushion supply. Our fuel costs more, our spare parts cost more. And, 
because the people of Hawaii find that all of their living costs are about 15 percent 
higher than on the mainland, our salaries in every bracket must be higher than 
on the mainland. In mainland communities, costs are far lower and maintenance 
problems far smaller. 

Because the people of Hawaii are entirely dependent on air transportation for 
their daily travel needs between islands, since there are no trains or ships or busses, 
we are compelled to provide frequent service. Also, there are a great many 
airfields in the islands to be served, and therefore our operation is an extremely 
short-haul type of operation. 'TPA’s average passenger haul is 118 miles. 

It may be true that the islands have an active economy, but the fact that it is a 
deficit economy has its effect on all of our commercial activities. It makes 
frequent air travel more of a necessity, but makes an air carrier’s task a less 
lucrative one than on the mainland where service need not be anywhere near as 
frequent to serve a community of our size. In other words, it is true that per 
capita our air travel is of very high density, and that the people require two 
airlines to meet their needs. But, by the same token, while the needs are for 
great frequency of flights, flights are of short duration, and therefore our revenues 
are low as against high operating costs. 

The islands are very closely interrelated in their economy. But the island 
of Oahu is the commercial, financial, and industrial center of the Territory. It 
is the hub around which the affairs of the other islands revolve. It means again 
that we have an unavoidable requirement for very high frequency of flights. 

In this regard, it is also interesting to note that while Hawaii is one of the 
highest density traffic regions in the United States, traffic here is highly seasonal. 
And, during the heavy season, the highest density travel falls over weekends. 
Here again we have a situation where the two scheduled airlines, to meet the 
public convenience and necessity, must have facilities capable of meeting peak 
needs at separate periods. During off times, therefore, an airline incurs high 
costs while carrying low traffic. During heavy week ends, and during the summer 
months such as June and August, the two airlines in Hawaii barely meet popular 
needs. But during slack seasons, and almost generally during midweek periods, 
we incur high costs while carrying lower traffic. 

Another important factor is this: As an island community, we are far more 
dependent on swiftly changing economic conditions than is any mainland com- 
munity or even Alaska. We are dependent on a few basic industries—the sugar, 
pineapple, and tourist industries. That is all we have. 
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If we have a bad crop of any one of the three—if we have a strike in any of 
the fields of labor that affect these three industries—we are thrown on our backs. 
The record of sugar, pineapple, longshore and shipping strikes—and what they 
have done to our economy—is clear. We are entirely at the mercy of economic 
conditions which by and large are beyond our control. 

When the Honorable Senator Johnson speaks of pioneering in air operations in 
Alaska, he is paying due tribute to the operators in that Territory. But he is 
overlooking the fact that TPA’s operations in Hawaii are just as much a pioneer- 
ing effort to the extent that we are pioneering competition against one of the 
strongest and best entrenched monopolies in the United States. 

To summarize, Hawaiian air carriers’ needs for mail pay arise from consider- 
ably higher costs.of operation in all categories than in the continental United 
States, and constantly expanding need for service to areas which are not profit- 
able areas for us to serve but which depend entirely on air transportation and 
therefore must be served. 

Moreover, the Federal Government is planning expansion of its airport system 
in the Territory of Hawaii, and undoubtedly the two scheduled airlines in Hawaii 
will be expected to serve those areas to meet public convenience and necessity. 

We would appreciate your consideration of these factors. 

Respectfully yours, 
TPA Atona AIRLINE, 
Davip A. Benz, Executive Vice President. 


(Whereupon, at 3:15 p. m., the committee retired into executive 
session. ) 
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TUESDAY, JULY 26, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10:10 a. m., 
in the committee room, room G—16, United States Capitol, Senator 
Edwin C. Johnson of Colorado (chairman) presiding. 

Present: Senators Johnson of Colorado (chairman), and Brewster 
of Maine. 

Also present: Edward C. Sweeney, professional staff member. 

The CHarrMan. The hearing will come to order. 

Mr. Juan T. Trippe, president of Pan American World Airways, 
is our first witness this morning. You may proceed, Mr. Trippe. 


STATEMENT OF JUAN T. TRIPPE, PRESIDENT, PAN AMERICAN 
WORLD AIRWAYS, INC. 


Mr. Trivers. Mr. Chairman, my testimony will deal solely with the 
problems incident to separation of mail pay from subsidy to inter- 
national operations. Pan American has consistently favored such 
separation—in fact, we advocated separation in testimony before this 
committee several years ago. 

I shall restrict my comments to international operations. Although 
our company is not now authorized to operate within the continental 
United States, a considerable part of its operations is not international. 


A third of our United States mail ton-miles represents mail carried 
to and from the Territories—Hawaui, Alaska, Puerto Rico, the Canal 
Zone, and others. This is what the Civil Aeronautics Act terms 
“overseas” air transportation. The problems incident to separation 
of mail pay from subsidy in air transportation to the Territories are 
not essentially different from those in the domestic field. We are 
content to rest on the testimony of other witnesses in that regard 
that by legislation the CAB should be directed to establish fair and 
reasonable service rates as compensation for the transportation of 
air mail both in the purely domestic field and also in overseas opera- 
tions to and within the territories. 

Separation of compensatory mail pay from subsidy in the purely 
domestic and overseas operations can, in my opinion, only do good. 
The United States is here dealing with a subject matter wholly within 
its power to control. In contrast, separation in international air 
transportation, however it is performed, in addition to undoubted 
benefits, has substantial risks of sérious harm, although, as I will 
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show, these risks are much greater if the separation is performed in 
certain ways than if in others. 

The Air Transport Association has made an excellent statement of 
what these dangers to United States international air transportation 
are. Whatever the method of separation, the United States would be 
furnishing its competitors in international air transportation with an 
amount of information which these competitors go to great lengths to 
keep secret in regard to their own operations. Government aid to 
our foreign competitors is not furnished frankly and openly as would 
be the case with the United States, but through a great variety of 
concealed methods on which your committee has very wisely de- 
termine to obtain such light as it can. Such financial and statistical 
reports as these foreign lines file with the International Civil Air 
Organization are filed only after a long lapse of time. Here, in the 
middle of 1951, the year 1948 is the last year for which even the in- 
complete statistics to be filed are available. Moreover, in most 
instances the reports include in one set of figures such a jumble of 
wholly different kinds of operation as to make cin analysis 
almost impossible. Foreign currency fluctuations further serve to 
complicate the true cost and competitive position from year to year. 

For many years the United States has been giving the world far 
more information about the finances of its international airlines and 
the consist of their traffic than foreign governments have done. That, 
of course, is the American way, although we know of cases where its 
immediate effects have been harmful to our international air carriers. 

What I wish to urge today is that, if the decision is in favor of still 
further disclosure, the United States need not and should not follow a 
method for separating compensatory mail pay from subsidy in the 
international field that would needlessly compound the dangers to our 
international air services, which have been built with so many years of 
effort and so large an expenditure of private and public funds and 
which have such a vital relation to our national security. Those 
dangers would be so compounded if any method of separation were to 
be adopted that could result in the United States paying as a service 
rate for mail carriage to its own international carriers, an amount less 
than it and other governments pay competing carriers for the trans- 
portation of the same kind of mail under the same conditions and cir- 
cumstances. Any such course would result in an inaccurate inflation 
of the apparent subsidy paid to the United States carriers as against 
their foreign competitors. This unfair and disastrous result can be 
avoided if, and only if, the United States follows the reasonable and 
sensible course of paying its own carriers as compensation for carrying 
international air mail the same rates that it pays to foreign carriers 
which are determined by international agreement by UPU, an inter- 
national organization, of which the United States has been a member 
for 75 years. - 

Congress enacted legislation in 1936, 15 years ago, following hear- 
ings before this same committee which separated mail pay and sub- 
sidy for United States ocean shipping. Previous to that time mail 
payments to our ocean carriers, amounting in some cases to as much 
as $20 per mile, included large elements of subsidy. President 
Roosevelt, in 1935, had stated: 


* %* * The Government today is paying annually about $30,000,000 for 
the carrying of mails which would eost, under normal ocean rates, only $3,000,000. 
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The difference, $27,000,000, is a subsidy, and nothing but a subsidy. But 
given under this disguised form it is an unsatisfactory and not an honest way of 
providing the aid that Government ought to give to shipping. 

I propose that we end this subterfuge. If the Congress decides that it will 
maintain a reasonably adequate American Merchant Marine I believe that it 
can well affort honestly to call a subsidy by its right name * * *, 


Since then, under the Merchant Marine Act of 1936, our inter- 
national shipping carriers receive subsidy payments as fixed from 
time to time by the Maritime Commission. Payments for United 
States mail carried are at rates fixed by the Universal Postal Union 
and paid by the Post Office Department. If Congress now deter- 
mines that mail pay and subsidy should be separated for our inter- 
national airlines, the new legislation should also provide that subsidy 
payments be fixed by the corresponding regulatory agency, the Civil 
Aeronautics Board, and compensation for international air mail 
carried should also be at rates fixed by the UPU and paid by the 
Post Office Department. 

In the domestic-mail transportation, as well as transportation to 
our overseas territories, our Government has sole jurisdiction. 
Obviously, the ICC is well qualified to fix rates for domestic surface 
carriers and there appears to be general agreement that the CAB is 
qualified to fix fair and reasonable rates for the transportation of mail 
by air within the United States and in overseas service to our 
Territories. 

The history and organization of UPU, its procedures developed 
during the last half century for determining rates on international 
mails, as well as our own Government’s relation to this body, all 
clearly indicate UPU is the only agency qualified to fix such rates 
for international air transport as well as sea transport. 

An analysis of the difficulties surrounding the fixing of rates for 
the transportation of international mail by sea as well as by air and 
a brief history of the Universal Postal Union will confirm this fact. 

Before the founding of the Universal Postal Union in 1874, inter- 
national exchanges of mail were regulated by numerous specified 
agreements concluded between countries and groups of countries. 
The diversity of rates, conditions of dispatch, scales of charges and 
similar complications caused difficulties which increased as traffic 
grew. 

The first proposal for an international postal union was made in 1862 
by Montgomery Blair, then the Postmaster General of the United 
States in the Cabinet of Abraham Lincoln. Through the initiative of 
Postmaster General Blair, a conference was held in Paris in 1863, 
attended by 15 states, which resulted in an agreement on 31 funda- 
mental articles which would be used as a basis for future postal treaties. 

The most important problems, however, uniform rates, division of 
charges between countries, and transit charges, remained unsolved. 
In 1868 Dr. von Steven, an official of the North German Postal 
Confederation, urged another meeting of interested nations, and a 
congress was held in Berne,in 1874 which drew up the first Inter- 
national Postal Convention. 

The first International Postal Treaty declared the countries con- 
cluding it to form a single postal territory, under the designation of 
the General Postal Union, for the reciprocal exchange of mail between 
their post offices. For well-defined classes of mail, each country 
was to charge uniform rates. All apportionment of such charges 
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between sender and receiver countries was abolished. Each adminis- 
tration was to retain the charges it collected, except that it was 
obliged to pay, in accordance with fixed rates, intermediary adminis- 
trations which handled its mail in transit. Freedom of such transit 
was guaranteed throughout the Union. It also introduced arbitration 
procedure for the settlement of disputes and provided for the estab- 
lishment of a central official agency called the international bureau, the 


expense of which would be borne by all states party to the treaty. 
Subsequent congresses of the UPU have been held at Lisbon, i885; 
Vienna, 1891; Washington, 1897; Rome, 1906; Madrid, 1920; Stock- 


holm, 1924; London, 


Paris, 1947. 
in 1952. 


1929; Cairo, 1934; 


Buenos Aires, 1939; and 


The next congress is scheduled to be held at Brussels 


The membership of the UPU at the present time includes virtually 


all countries of the world as set forth in exhibit A. 


It will be observed 


that practically all nations and political subdivisions are members. 
Mr. Chairman, we have here a chart indicating the present member- 
ship of the Universal Postal Union, and you w vill observe that even 
Soviet Russia and her satellites are presently and continue to be active 
members in the Universal Postal Union. 
(The chart above referred to follows: ) 


MEMBERS OF THE UNIVERSAL POSTAL 


Afghanistan 
Albania 

Algeria 
Argentina 
Australia 
Austria 

Belgian Congo 
Belgium 

Bolivia 

Brazil 

Bulgaria 

Burma 
Byelorussian 8. 8. R. 
Canada 

Cevion 

Chile 

China 
Colombia 

Costa Rica 
Cuba 

Curacao and Surinam 
Czechoslovakia 
Denmark 
Dominican Republic 
Ecuador 

cgypt 

El Salvador 
Ethiopia 
Finland 

France 

French Morocco 


Exuripsit A 


French overseas territories 
Germany 
Greece 
Guatemala 
Haiti 
Honduras 
Hungary 
Iceland 
India 
Indochina 
Iran 
Iraq 
Ireland 
Israel 
Italy 
Japan 
Korea 
Lebanon 
Liberia 
Luxemburg 
Mexico 
Netherlands 
Netherlands Indies (Indo- 
nesia) 
New Zealand 
Nicaragua 
Norway 
Pakistan 
Panama 
Paraguay 
Peru 


Colonies of East Africa, Asia, and Oceania. 


2? Colonies of West Africa. 


UNION 


Philippines 

Poland 

Portugal 

Portuguese colonies ! 

Portuguese colonies 2 
tumania 

San Marino 

Saudi Arabia 

Siam (Thailand) 

Spain 

Spanish colonies 

Spanish Morocco 

Sweden 

Switzerland 

Syria 

Transjordan 

Tunisia 

Turkey 

Ukranian 8. 8S. R. 

Union of South Africa 

U.S. S. R. 

United Kingdom 

United Kingdom overseas 
colonies 4 

‘nited States 
inited States possessions 
ruguay 

Vatican City 

Venezuela 

Yemen 

Yugoslavia 


3 Includes colonies, protectorates, and territories under mandate or trusteeship. 


Source: U. 8. Department of State. 
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Mr. Tripper. The International Bureau is the permanent central 
organ of the Union, located at Berne. The Bureau is organized on 
a modest basis with a staff of about 15, and its lack of political char- 
acter has enabled it to survive two world wars, making possible the 
resumption of service on an orderly basis upon cessation of hostilities. 

After the Universal Postal Union had come into being, the neces- 
sity of the establishment of a UPU monetary standard soon became 
apparent. Inasmuch as the Universal Postal Union comprised nearly 
all the countries of the world, it required a uniform measure or stand- 
ard, stable in nature, for the settlement of accounts. Prior to World 
War I, there were several national currencies which could be con- 
sidered stable, and the monetary unit of the UPU was the frane of 
the countries belonging to the Latin Monetary hag coe which was 
based on the gold standard. During World War I, however, certain 
countries suspended the payment of bank anak in gold and put a 
ban on the free exportation of gold. In this way, the free play of 
gold exchange came to an end, “with the result that there emerged 
francs of different values in the U nion, each of which was liable to 
large fluctuations and to increasing depreciation. 

The end of World War I did not restore stability in these currencies 
and the Universal Postal Union. at the Congress of Madrid in 1920, 
created the gold-postal franc as a substitute for the unstable frane of 
the Latin Monetary Union. The gold postal franc was intended to 
be a measure of price and a means of payment independent of any 
national currency. It was not money in the legal sense of the word, 
but could at any time be converted at gold parity into money of gold 
standard currency or into any national currency at the price of gold 
expressed in that particular currency. 

The gold postal franc was defined as having the same weight of 
gold as “that of the standard coinage of the Latin Monetary Union, 
i. e., one frane equals ten thirty-firsts of a gram of gold 0.900 fine. 
The definition of the gold postal franc has continued unchanged from 
that time to the present day. 

Today the gold franc is worth $0.3267 in United States currency, 
having been stabilized, in 1934, after the devaluation of the dollar. 
It is used for the international settlement of accounts by the Inter- 
national Telecommunications Union, as well as the UPU. 

Postal administrations, and, in certain instances, international air- 
lines have two methods of settling mail accounts which take into 
account the various exchange controls in operation, as well as the 
departure of most countries from the gold standard: (1) in national 
currency, if acceptable to the creditor; (2) gold sight accounts taking 
the gold postal france as the basis of both calculation and effective 
payment, the gold franc amount being converted into the national 
currency of the creditor country on agreement between the postal 
administration concerned and its central bank. 

Current international mail rates as determined by UPU for both 
international sea and air transport, converted into United States 
dollars and ton-miles from gold postal francs and ton-kilometers 
respectively, are tabulated in exhibit B. 

Mr. Chairman, that chart indicates on the left the several rates 
fixed by the Universal Postal Union with respect to international 
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air mail transport, and on the right the several rates are applicable to 
the transport of ocean mails as fixed by the Universal Postal Union. 
You will notice a very considerable break in the rates with respect 
to air for first-class letter mail as compared to parcel post and news- 
papers; you will also observe a very substantial break in the rates 
with respect to ocean shipping so far as they relate to transportation 
of first-class mail and to parcel post and other articles. 
(The chart above referred to is as follows:) 
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Mr. Trippe. Our Government adhered to the Universgl Postal 
Union Convention in 1874, and since that time has been an active 
and constructive member of this first world organization. 

International mail rates for both sea and air transport are fixed by 
the UPU at approximately 5-year intervals. They are quoted by 
precedent as maximum rates. They have always been regarded, how- 
ever, as fixed rates, and so far as I know, there has been no departure 
from this policy over the years by any of the major governments of the 
world, including the United States. Any departure from this lone- 
established policy would, of course, again result in chaos in inter- 
national mail service, chaos that the UPU was created to overcome 
and which it has successfully overcome. 

An elaborate procedure has been developed by this world organiza- 
tion in adjusting international sea and air rates from time to time. 
Chart C sets forth the procedure followed by our own interested Gov- 
ernment agencies in determining the United States policy that will 
prevail at the regular plenary sessions of the Union. You will note 
that both the Air Coordinating Committee, on which the CAB is 
represented, as well as the Post Office Department, are both directly 
involved; also ICAO, the International Civil Aviation Organization, 
the world aeronautical body, to which our Government adhered by 
treaty in 1945. 

Mr. Chairman, that chart shows the procedure followed by inter- 
ested agencies and departments of the United States Government 
and the channels through which they present the American position, 
first to the UPU Executive and Liaison Committee on which our 
Government is represented, as well as at the final UPU Congress 
which meets, as I have pointed out, every 4 or 5 years, to fix the 
so-called UPU international sea and air rates. 

The CHarrMan. Is it fair to call them rates or are they ceilings? 

Mr. Tripper. Mr. Chairman, they are maximum rates, but as | 
pointed out a minute ago, all major postal administrations, including 
our own, have always regarded them and treated them as rates. 
There has never been, so far as 1 know, a precedent where the so-called 
maximum rate as fixed by the UPU has not been regarded as the 
service rate by the principal postal administrations of the world. 
We are confident that there would be no chance in that policy of that 
happening in the future. 

(The document above referred to follows:) 
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ExuHisiT C 


THE CONSIDERATION GIVEN TO THE DETERMINATION OF 
UNIVERSAL POSTAL UNION RATES FOR AIR TRANSPORTATION SERVICES 


AR U.S. REPRESEMTATINE ital, 
COORDINATING WITH INFORMATION 
COMMITTEE AS 10 
U.S POSTON 


BECISION OF 
CONSULTATION us nee UPU RATES OPU CONGRESS 
10 DETERMINE POST OFFICE DEPT EXECUTIVE For AR Mae} UP ESTABLISHING 
vs. PosiTion REPRESENTATIVE awe LIAISON} reunsrortarion | SO*SRESS one 
COMMITTEE AiR AIL 
TRANSPORTATION. 
CHARGES 


CHARGES 


JOINT WEE TING 


as iaTA AIRLINE. VIEWPOINTS 
Post EXECUTIVE ON AR WAL 
ones AIR MAL TRANSPORT CHARGES 

Sue COMMITTEE AND RELATED MATTERS 


Mr. Tripper. Let us consider whether the current UPU international 
air mail rates are fair and reasonable. Some may say that the rates 
for transporting first class international mail are currently too high. 
Others will say that the UPU rates established for parcel post and 
newspapers by air are too low. Exhibit D compares the UPU air 
mail rates with international commodity tariffs presently in effect. 

Mr. Chairman, that chart on the left indicates the tariffs quoted 
for transporting various commodities currently in effect. Commodi- 
ties listed, include textiles, general cargo and also gold. 

On the right are shown the rates currently in effect as fixed by the 
UPU for international air mail. The right-hand column indicates 
the rate fixed for first class mail, including letters and cards, and the 
three columns directly to the left indicate the rates fixed for news- 
papers, parcel post and other classes of mail. 

The CuarrMaNn. Who fixes the air cargo tariffs? 

Mr. Tripps. Air cargo tariffs are fixed by the carriers through the 
IATA procedure and the rates so fixed are subject to final approval 
by the interested governments. So far as the United States is con- 
cerned, this is done by the CAB. The rates, in general, are common 
rates quoted by the principal airlines of the world. IATA fixes the 
tariffs either in dollars or in sterling, and all tariffs are consolidated 
to reflect the true conversion values in those two countries. The 
other airlines of the world therefore, maintain their rate structure in 
balance. 

Rate conferences for international airlines are set up at periodic 
intervals through the machinery of the IATA, and the results are 
submitted to their respective governments for their consideration and 
approval. They cannot become effective until approved by the 
interested governments concerned. 

The CuatrMan. Do the nonscheduled carriers respect those rates? 
Are they bound by them? 
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Mr. Tripre. No; they are not. Only the members of IATA 
which include the scheduled airlines of the world. 

The Cuarrman. If the UPU rates are actually rates, how does it 
happen that they have been cut in half between countries in Europe? 

Mr. Tripper. There is a special rate, Mr. Chairman, that has been 
fixed by UPU for air mail, which applies to the continent of Europe. 
It is exactly 50-percent, I believe, of the rate fixed by the UPU for 
trunk-line services, but it is a UPU rate approved by the last plenary 
conference, I believe, at Paris in 1947. 

The Cuarrman. There is nothing in the UPU formula which 
requires one terminal to be in one continent and the other terminal to 
be in another? 

Mr. Txiprr. No, there is not, Mr. Chairman. 

The Cuatrman. Do they make the UPU rates apply to transocean 
carriers then? 

Mr. Tripper. The UPU rate applies equally, Mr. Chairman, to the 
services of the international carriers between the United States and 
the countries of Latin America, between the United States and the 
Orient and between points in Europe. It is a world-wide rate set 
for the carriage of international sea and air mails and applicable 
ee in the international field so far as I know throughout the 
world. 

The CuHarrMan. Except in the Continent of Europe? 

Mr. Trrppe. No; the rates within the Continent of Europe are 
fixed also by the UPU. 

The CuatrMan. And the 1,500-mile limit is what? 

Mr. Tripper. Is applicable within the Continent of Europe; it is a 
UPU rate set by agreement at the UPU conference. In fact the last 
rate, three gold francs per ton-kilometer for mail carried within the 
Continent of Europe was fixed at the UPU Paris conference, I believe 
in 1947. 

The CHatRMAN. Does the UPU ratealso apply to the transportation 
of air mail between the United States and Canada, and between the 
United States and Mexico and Central America? 

Mr. Tripper. Mr. Chairman, I am not sure about the United States 
and Canada. Since the first civil aviation legislation was placed on 
the books by our own Government many years ago in 1928, there was 
special treatment accorded mail moving between the United States 
and Canada. So far as our Government was concerned, we treated 
mail moving, I believe, within 150-miles of the border in Canada as 
domestic mail. We have had a special reciprocal agreement with 
the Canadian Government that takes care of the cross-border mail. 

The CuHarrman. In other words, regardless of the UPU rates, 
maximum rates, two countries if they want to by treaty or otherwise 
can set lower rates of their own? 

Mr. Trippr. That is right. They can make special reciprocal 
agreements. I am not sure, Mr. Chairman, whether rates paid by 
our Government to Canadian airlines are not UPU rates. I know 
that we have had a special arrangement with our own air carriers in 
relation to service to Canada over the years. Whether or not the 
UPU rates prevail so far as payment by Canada to our air carriers 
and by us to Canadian air carriers, I have no direct knowledge. Our 
company is not engaged in this transborder service. 
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The Cuarrman. I think they are uniform. The point is that the 
UPU rate is a maximum rate, and so long as countries that belong to 
the UPU congress do not exceed that maximum, they can set lower 

rates, 

Mr. Tripper. Yes, but Mr. Chairman, as I have pointed out, there 
is no precedent over the years where any of the major postal admin- 
istrations have departed from the so-called maximum rates fixed by 
the UPU. They have always been considered service rates. 

Our Government has so regarded them, and as far as I know, the 
major administrations all over the world have so regarded them. 
They are in fact service rates although they are referred to tech- 
nically as maximum rates. 

The Cuarrman. I understand that. The UPU maximum rate is 
in round numbers, $2.86; is that right? 

Mr. Trippe. For first-class mail. 

The CuHarrMan. For first class mail? 

Mr. Tripper. That is right. 

The CHarrMAN. But the average rate for all mail matter is much 
lower than that? 

Mr. Tripper. That is correct. We have another chart here, or had 
it before us just a minute ago which showed the actual UPU rate for 
parcel post and newspapers. I think they were 47-cents for news- 
papers per ton-mile, 59.6-cents per ton-mile for parcel post, 75-cents 
per ton-mile for other articles, $1.43 a ton-mile for first class mail 
within the 1,500 mile restricted zone which relates principally to the 
continent of Europe and the $2.86 rate for first class mail applicable 
on world routes, the long-distance routes. 

That structure, so far as I know, has been accepted by our Govern- 
ment and all other governments—just as has the UPU rate structure 
set up for sea mail. The rates, quoted as maximums, have been ad- 
hered to by our Government and all other principal postal adminis- 
trations throughout the world as the basis of payment for moving 
international air mail by sea as well as by air. 

The difference between first class mail rates and other mail rates on 
sea mail is greater you will note than is the difference in the air. Why 
that is so, I do not know. 

The sea rates have been coming down gradually over the years. We 
have another chart, Mr. Chairman, which will indicate to you the 
changes that have taken place at 5-year intervals over the last 30-years 
with respect to sea mails. 

The air tariffs were set up at the Paris Conference in 1947. The 
next conference of UPU will be at Brussels next year. The question 
of rate adjustments will come up at that time. I believe the executive 
and liaison committee of the UPU, of which our Government is a mem- 
ber, is recommending an adjustment downward with respect to some 
categories of air rates. 

(The chart above referred to follows:) 
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ExuHisit D 


COMPARISON OF AIR CARGO RATES 
WITH U.P.U. AIR MAIL RATES 


(/n Dollars Per Ton Mile ) 


AIR MAIL 


2.86! 


AIR CARGO * 


@ SELECTED COMMODITY RATES IN EFFECT ON PAA 
BETWEEN THE US. AND LATIN AMERICA. 


SOURCE; Universal Postal Union and 
PAA Air Cargo Toriff 


Mr. Tripper. I have referred to the question of whether the UPU 
international airmail rates as currently quoted are fair and reasonable. 
I have pointed out that some persons are of the opinion that the first 
class air mail rates are too high and that other UPU mail rates, for 
parcel post and printed matter, are too low. 

Such people probably say the same thing about current UPU mail 
rates for ocean shipping. Exhibit E sets forth current UPU mail rates 
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for ocean shipping as compared to various ship commodity rates 
currently in effect. 

Mr. Chairman, you will note on this chart the rates quoted are for 
the New York-London haul as a typical haul in international service. 
The UPU first class rate is at 19 cents per ton-mile and the rate for 
other postal articles is at the rate of 2% cents per ton-mile. We are 
paying those rates and have for many years to our own ocean steam- 
ship lines as well as the foreign-flag lines serving our ports. 

The freight tariffs for similar service are shown on the left of the 
chart. For grain the rate is 3 mills a ton-mile. For cut flowers and 
bulbs it is a little under 2 cents per ton-mile, for furs 2.7 cents per 
ton-mile, for cotton hosiery 3.6 per ton-mile and for household 
refrigerators 5.4 per ton-mile. 

You will notice these rates are applicable not only to our own sea 
carriers but to foreign-flag carriers as well. They have been filed 
through conference procedure and have been approved by our 
Government and other interested governments. You will note that 
some of the commodity rates are higher than rates received for other 
articles but all are considerably lower than the rates for first-class 
mail. 

In fact the rates which we pay our own sea carriers, and foreign- 
flag sea carriers as well, is from 20 to 30 times as high for first-class 
mail than are the corresponding rates quoted by these carriers as 
freight tariffs. 

No doubt the same people who think first-class UPU air-mail 
rates are too high and the rates for other classes of mail, parcel post 
and the newspapers are too low, probably say the same thing about 
the ocean-mail rates. There has been, however, very little criticism 
of the UPU ocean rates over the years, notwithstanding as I have 
pointed out, the greater margin of difference between first-class sea 
mail and other sea mail, compared to rates for air mail, first-class, and 
parcel post. 

(The chart above referred to is as follows:) 
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ExuHrsit E 


COMPARISON OF STEAMSHIP RATES 
FOR CARRIAGE OF FREIGHT AND MAIL 


‘In Dollars Per Ton Mile 
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Mr. Tripre. Changes that have been made in the UPU inter- 
national mail rates for ocean shipping during the past 30 years are 
shown in exhibit F. You will observe the periodic changes and down- 
ward trend. 

Mr. Chairman, the chart here is divided up into columns showing 
the UPU rates in effect at various times between 1920 and 1951, a 
30-year gap. The first series of rates have to do with the charges for 
onward transit which, of course, are quoted by UPU and paid by our 
Government and other governments on their transit mails. 
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The second series of figures relate to maritime transit rates in effect 
at the times indicated. Perhaps the figure that is of the most import- 
ance is the rate quoted for maritime transportation for distances up to 
4,318 miles. You will recall that the chart we looked at a few minutes 
ago set forth the ocean mail rates in effect between New York and 
London as quoted by UPU. This chart shows the UPU sea mail rates 
for various ocean hauls. 

At 4,318 miles, the rate, translated from gold postal francs and ton- 
kilometers into United.States currency and ton-miles in 1920 was 
55 cents, in 1924 it came down to 27 cents, in 1934 to 22 cents. It 
remained constant at that latter figure at the 1947 Paris plenary con- 
vention, but, of course, will come up for consideration again at the 
Brussels conference next year along with air mail rates. It is interest- 
ing to observe the downward trend in UPU rates for maritime shipping 
that has taken place over the years. 

As I pointed out, UPU interest in air mail is relatively new. The 
Paris UPU plenary session in 1947 was the first UPU convention which 
really did very mucb work on international air mail rates, but there is 
going to be a great deal of consideration on air mail we understand at 
the Brussels meeting next year. As I have pointed out, indications 
are that the rates currently in effect as quoted by UPU will come down 
in some categories at that time. 

(The chart above referred to follows:) 


Exarpirt F.—Pan American World Airways, Inc-—UPU transportation charges 
applicable to surface mails from 1920 to presenti ! 


[In dollars per revenue ton-mile] 


LETTERS AND POST CARDS 


Mileage category | 1920 1924 1934 


Territorial transit: 
311 miles. . | 4 $0. 715 $0. 57: 
932 miles a | . 318 25 
RE NL nahin rin bhinnicimdie he meentent an . 286 
DE th arkinkichtcanacndheteipaotnn 7 . 265 
4,660 miles . 286 | . 223 
10,000 miles | . . 133 
Maritime transit: | 
173 miles . 1. 286 | 
eS ne ceeadeoe . 145 | . 573 
4,318 miles_. -| -f . 275 
10,000 miles ; ua 178 | 


OTHER ARTICLES 


Territorial transit: | 
311 miles | : $0. 095 
932 miles b . 064 | . 048 
ae oe ae energies .| . . 038 
2,796 miles a7 . 042 | . 082 
4,660 miles | . 088 . 026 
10,000 miles_............- susedédacadend | ‘ - O15 
Maritime transit: | 
I 0 cia aaa nar ahead pci Gaetan N . 343 | -171 
1,036 miles neh db Ode <hibbedtandesl . | . 072 
4,318 miles Snnemanl . 06S . 034 
ee .| d . 022 


! Source: Universal Postal Union, conventions for respective years. 


Notes: Mileages used are midpoints in mileage ranges for which maximum poundage rates are fixed by 
UPU. 


Rates set at 1929 convention at London were the same as for 1924. 
Rates set at 1939 convention at Buenos Aires were the same as for 1934. 
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Mr. Tripre. In analyzing the soundness of current UPU inter- 
national air mail carriage rates, the question arises whether the 
air mail stamp charges to the public are fair and reasonable or too 
high. The air mail stamp charges to the public for international postal 
service, as fixed by the various post office administrations, of course, in 
general reflect the transportation rates on international air mail as 
determined by the UPU. 

The United States public pays, for instance, 10 cents per half ounce 
air mail letter to the West Indies, Central and South America; 15 
cents per half ounce to Europe and 25 cents per half ounce to other parts 
of the world. Exhibit G illustrates that in the calendar vear 1950, 
52 percent of the letter mail across the Atlantic—that is the column 
on the left of the chart, Mr. Chairman—62 percent of the letter mail to 
Latin America, and nearly 47 percent of the letter mail across the 
Pacific moved by air. No such penetration has been achieved by the 
airplane in passenger or cargo business, clearly demonstrating that the 
UPU transportation rates are at a fair and reasonable level. 

(The chart above referred to follows:) 


EXHIBIT G 


PERCENTAGE OF TOTAL U.S. INTERNATIONAL LETTER AND POSTCARD MAIL CARRIED BY AIR 
CALENOAR YEAR 1950 


PACIFIC 
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The CuarrMan. What is the differential between surface posta’ 
gates and air postal rates? 

Mr. Tripre. I believe, Mr. Chairman, the first class international 
letter rates are 5 cents per ounce whereas air mail rates, as quoted by 
our Post Office Department for the West Indies, Central and South 
America, are 10 cents per half ounce; 15 cents Pe half ounce to Europe 
and 25 cents per half ounce to other parts of the world. 

The CuarrMan. That would make it—— 

Mr. Trippr. Twice as high to Latin America. 

The CHarrMAN. It would make it more than twice as high if it is 
10 cents for a half an ounce and the other is 5 cents for a full ounce. 
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Mr. Tripper. That is true, except for the fact, Mr. Chairman, that 
most people using air mail now use lightweight paper. The letters, 
in general, do not exceed the half-ounce figure. 

1 might point out that that practice of lightweight air-mail paper 
has been developed to a greater extent in other countries of the world 
than it has here in the United States. As a result, the revenues 
received by our Post Office Department from the sale of air mail 
stamps have not quite equaled, per pound, what other postal adminis- 
trations have received from their air-mail stamps because our letters 
average fewer to the pound than do first class letter mail of other 
nations. 

That is gradually changing. The trend in gross revenue per pound 
to the Post Office Department is increasing year by year in the United 
States due to the fact that the public are becoming more accustomed 
to using light-weight paper for their air-mail letters, internationally, 
just as they are doing with domestic air mail. 

The CuarrMan. I notice that nearly all my international mail—I 
do not have very much of it, but all that I do have—either air mail or 
surface mail is on lightweight paper and lightweight envelopes. 

Mr. Trippre. That is correct, Mr. Chairman. That has had an 
effect on the gross receipts per pound on air mail to our Post Office 
under the tariffs currently fixed by the Postmaster General. 

He has authority under the law to fix tariffs on his international 
air mail. The rates that he has fixed are, as | have pointed out, 
10 cents, 15 cents, and 25 cents, respectively, per half ounce. As the 
American public becomes more and more accustomed to using light- 
weight paper, the gross revenues per pound to the Postmaster General 
will increase without changing the existing tariffs. 

Exhibit H lists the member nations who have joined the Inter- 
national Civil Aviation Organization, or ICAO. This world aviation 
body was set up at the Chicago Convention in December 1944. The 
United States became a member on Senate ratification in 1945. 
ICAO has two governing bodies, the Assembly which meets annually, 
consisting of all member states, and the Council consisting of repre- 
sentatives of 21 nations who are elected for 3-year terms by the 
Assembly. ICAO, as I have pointed out, is directly involved in the 
rate-making procedure of UPU. Last year the UPU requested 
ICAO’s views on the current level of international air-mail transporta- 
tion rates as fixed by UPU. In December, the Council—that is the 
Senior governing body of I[CAOQ—formally replied to UPU. 

(The chart above referred to follows:) 
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Exursit H 


MEMBER NATIONS OF THE INTERNATIONAL CIVIL AVIATION ORGANIZATION, AS OF 
APRIL 1, 1951 


Afghanistan Finland ’ New Zealand 
Argentina France Nicaragua 
Australia Greece Norway 
Austria Guatemala Pakistan 
Belgium Haiti Paraguay 
Bolivia Iceland Peru 
Brazil India Philippines 
Burma Indonesia Poland 
Canada Iran Portugal 
Ceylon Iraq Syria 
Chile Ireland Spain 
China ! Israel Sweden 
Colombia Italy Switzerland 
Cuba Jordan Thailand 
Czechoslovakia Lebanon Turkey 
Denmark Liberia Union of South Africa 
Dominican Republic Luxemburg United Kingdom 
Egypt Mexico United States 
El Salvador Netherlands Venezuela 
Ethiopia 

1 China had given notice of withdrawal, effective May 31, 1951. 

Source: ICAO, memorandum on ICAO, May 1951. 


Mr. Trippr. Exhibit I is a copy of the summary of the ICAO re- 
port as transmitted. You will note the following pertinent paragraph 
on page 3. 

The CuarrMAN. Do you want the whole document placed in the 
record? 

Mr. Tripper. I believe it would be helpful, Mr. Chairman, to have 


it go in because the document supports the summary of the recom- 
mendations in the last two paragraphs. 

The CuarrMan. Without objection this chart and the other charts 
which have been presented will go in the record at the points men- 
tioned so Mr. Trippe can emphasize the points he wants to emphasize. 

Mr. Tripper. Thank you, Mr. Chairman. 

(The document above referred to follows:) 


Exuisir I 
PAN AMERICAN WORLD AIRWAYS, INC. 


INTERNATIONAL Crvit AviATION ORGANIZATION CouNcIL, ELEveNTH Szssion 
PART II 


[This statement has been adopted by the Council as the official views of the 
Organization on the subjects dealt with therein. The Secretary General was 
instructed to transmit it to the Universal Postal Union as the Council’s reply 
to certain questions addressed to the Organization by that Union, which are 
referred to in the first paragraph of the paper. (See Minutes of the Council, 
Sixteenth Meeting, Eleventh Session, Part I, DOC 7057, C/817).] 


STATEMENT ON THE Costs oF TRANSPORTING INTERNATIONAL Arr Mart IN 
RELATION TO PRINCIPLES FOR DETERMINING TRANSPORTATION CHARGES 


SUMMARY 


(This summary gives a brief indication of the main points set forth in the 
communication. For all supporting data and argument, reference should be 
made to the communication itself.) 
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Introduction (pars. 1—4) 


(a) This communication has been prepared in response to requests from the 
UPU for advice from ICAO as to the cost of carrying air mail and the principles 
of categorizing air-mail services for the purpose of setting transportation charges. 

(b) To make clear ICAO’s position on these questions, the communication also 
discusses the general level of air-mail transportation charges and the principles 
for setting such charges. 


The cost of carrying air mail (pars. 5-10) 


The average unit cost of operating international airlines varies between 1.5 
and 4.0 gold francs per ton-kilometer performed. Such figures are subject to 
many qualifications and are not available for individual air services. There is 
also reason to suppose that air-transport operating costs are increasing. 


Separating mail costs from other costs (pars. 11-14) 


The determination of separate unit-cost figures for carrying air mail is open 
to many objections, and ICAO does not recommend that such figures should be 
used directly as a basis for setting transportation charges either for LC or AO 
air mail. 

Principles of categorizing air-mail services (pars. 15-17) 

(a) ICAO recommends that the present two-category system of air services 
for setting LC air-mail transportation charges should be abandoned as soon as 
possible. 

(b) ICAO believes that it would be possible for the airlines and postal adminis- 
trations in consultation to find instances outside Europe where special low trans- 
portation charges for nonsurcharged mail could be arranged to the advantage of 
all parties. While such arrangements would depend on the adoption of rates 
comparable with the present rates for category A services, the maintenance of a 
second maximum charge applicable to such instances would merely restrict nego- 
tiation unnecessarily. 


General principles for setting international air transportation charges (pars. 18-19) 


ICAO believes that international air-transportation charges for all classes of 
traffic should be set with the object of developing the industry in the public 
interest, due attention being given to the necessity of minimizing requirements 
for public aid. 


Elasticity of demand (pars. 20-21) 
In setting air-transportation charges, the most important factor is the extent 


to which the volume of demand for each type of traffic may be expected to expand 
as a result of a decrease in the charges. 


Different transportation charges for different classes of traffic (pars. 22-25) 


ICAO believes that it is in the public interest that air transportation fares, rates, 
and charges shall be set at different levels for different classes of traffic, since this 
practice enables a greater volume of demand to be satisfied than would be possible 
with the same rates for all types of traffic. 


The machinery for setting air-mail transportation charges (pars. 26-27) 


Air-mail postal charges should be closely tied to air-mail transportation charges 
so that a reduction in transportation charges will always result in a reduction in 
postal charges. 


“All up” air mail services (pars. 28-33) 

The possibility of establishing ‘‘all up’’ air-mail services on selected routes in 
association with a reduction of transportation charges should be explored by 
postal administrations and airlines on a multilateral basis. 


The resultant pattern of transportation charges (pars. 34-37) 


These recommendations would result in transportation charges being set mostly 
in the neighborhood of 6 and 3 gold francs per ton-kilometer, as at present, but 
there would be greater flexibility within the maximum of 6 gold francs where this 
would be advantageous. ICAO recommends against a general reduction in air-mail 
transportation charges at the present time, believing that such a reduction would 
result in a substantial loss of revenue to the airlines and a greater requirement 
for Government aid. These recommendations relate only to LC mail, but 
transportation charges for other classes of mail should also be open to reconsidera- 
tion in a similar way. 





618 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


The financial position of the airlines (pars. 38-40) 


The statistics in the tables indicate that most international airlines operated 
with deficits in 1948. The picture in 1949, although improved, did not improve 
enough to turn these deficits into profits. It will probably be some years before 
international air transport is truly self-supporting. 


Mr. Tripre. You will note, as I pointed out, the following pertinent 
paragraph, and here I quote: 

These recommendations would result in transportation charges being set 
mostly in the neighborhood of 6 and 3 gold francs per ton—kilometer, as at present, 
but there would be greater flexibility within the maximum of 6 gold francs where 
this would be advantageous. ICAO recommends against a general reduction in 
air-mail transportation charges at the present time, believing that such a reduction 
would result in a substantial loss of revenue to the airlines and a greater require- 
ment for Government aid. These recommendations relate only to LC mail but 
transportation charges for other classes of mail should also be open to recon- 
sideration in a similar way. 

The Council of ICAO, you will observe, is currently on record with 
the UPU that present international air-mail rates are reasonable and 
opposes any general reduction in air-mail charges at the present time 

Mr. Chairman, it is interesting to note that the membership of the 
ICAO organization, whose headquarters are in Canada, consists of 
practically all nations of the free world. Soviet Russia and her 
satellite states with the exception of Poland are not members. China 
we understand has given notice of withdrawal effective on May 31 
of this current year. 

The CuarirMan. Czechoslovakia is an iron-curtain country. 

Mr. Tripper. Practically an iron-curtain country, Mr. Chairman. 

The CHarrMaN. I think more than practically. 

Mr. Tripper. Mr. Chairman, it seems to me the recommendations 
of the ICAO are worth giving considerable weight to inasmuch as 
that body is seeking to support and develop civil aviation operating 
throughout the free world. 

I do not want to burden the record or take the time of the com- 
mittee to outline the military contributions of civil aviation, not only 
under our own flag in the international field, but under the flags of 
our allied nations. 

We know how effectively the airlines operated by the British and 
Dutch and other allied nations during the critical period of the 
war; certainly the great development of international air transport 
that has taken place since the end of the war would indicate a far 
greater relative importance to the civil airlines of the free nations, in 
terms of our own national security, than was the case in the last war. 

This organization’s prime responsibility is to support and develop 
the airlines of its member states. I believe that a recommendation 
of this governmental body that has looked into this matter at great 
length should be given real consideration. The exhibit of their 
recent report to UPU is only the summary of the complete report of 
40 or 50 pages. 

The main report, of course, brings out in greater detail the reasons 
which, in their opinion, justify their recommendations that the pres- 
ent scale of international air mail rates—and that includes both first 
class, parcel post, and newspapers—be carried on in general at pres- 
ent levels in the interests of the civil airlines of all the member states, 
which, in effect, are the civil airlines of our allies in this critical period. 
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The CuarrMan. It is your opinion then that the Brussels Congress 
will not change the UPU rates? 

Mr. Tripps. Mr. Chairman, I think, notwithstanding this recom- 
mendation of ICAQ’s, that the Executive and Liaison Committee of 
the UPU, which recently held a meeting in Cairo (including repre- 
sentatives of our own Post Office Department) has come to the 
conclusion that there should be a downward reduction in certain UPU 
international mail rates at the Brussels plenary convention. 

Just how much that reduction will be we do not know, but we 
believe that there will be a downward adjustment of certain rates at 
the Brussels International Conference. 

The CuarrMan. Then I think some explanation should be made 
of the lack of influence the International Civil Aviation Organization 
has in the UPU Congress, because the International Civil Aviation 
Organization is made up of the same nations, the same countries 
practically, that the Congress constitutes. 

Mr. Tripper. That is correct, with the exception of Soviet Russia 
and some of her satellite countries. That is correct, Mr. Chairman, 
but you will note that ICAO’s recommendation was not a mandate 
to make no adjustments. It said it would be helpful to preserve the 
general present level. 

We do not believe there will be any major change in the inter- 
national UPU air-mail rate structure at the Brussels convention, but 
there probably will be some adjustments. These may include an 
upward increase in the rates on newspapers and parcel post and 
perhaps some downward adjustment in first-class mail rates. 

The Cuarrman. My point is, which group, the Congress or the 
ICAO represents the attitude of the member nations? 

Mr. Tripper. Mr. Chairman, the UPU had the authority to actually 
vote through changes. ICAO largely is made up of representatives 
of the same states, as you point out, it is a body that can only recom- 
mend. 

The Cuarrman. ICAO is made up of the same states with different 
delegates having different powers. Is that the difference? 

Mr. Tripre. An entirely different set of delegates. The delegates 
at ICAO are entirely different than the delegates meeting at the UPU. 
The latter are all postal officials. 

The CuarrMan. The UPU is made up of all postal officials and the 
ICAO delegates are all government airline officials? 

Mr. Tripps. That is the case; yes, sir. 

The CuarrMan. That explains the difference then. The ICAO 
delegates are party to the contention that UPU postal rates should 
be not reduced. 

Mr. Triprr. That is correct. 

The CuarrMan. The ICAO delegates are advocates, and the UPU 
delegates—— 

Mr. Triprr. They decide. They are the court. 

The Cuairman. They are judicial. 

Mr. Tripper. They are judicial, that is right, sir. 

On balance it appears that UPU has done a good rate-making job 
both for sea and air transport. No one really familiar with the 
problems of international shipping and air transport can fairly criticize 
them. Certainly there has been little criticism of the shipping rates 
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and I know of none on the part of informed Americans, with respect 
to the international air-mail rates. 

Some persons also have suggested that it would be unwise to separate 
subsidy and mail pay in the international field and to use UPU rates 
as a basis of payment for United States international airmail because, 
as they allege, some United States airlines, including Pan American, 
would receive more in the way of mail pay on a compensatory basis 
than they now receive under temporary rates fixed by the CAB. 

Such a suggestion is absolutely untrue. Exhibit J clearly demon- 
strates what a serious misrepresentation is involved. 

(The table above referred to follows:) 
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Exuisit J. 


Comparison of estimated compensatory and actual mail pay for international and overseas mail services (calendar year 1949) 
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Mr. Tripre. The exhibit has been taken from figures in a study 
prepared for your committee for the calendar year 1949. [Study 
referred to was released only to the Air Coordinating Committee.] 
A comparison is made between the amounts actually received as mail 
pay, under the temporary rates fixed by the Civil Aeronautics Board, 
with what would have been received if international air-mail carriage 
had been paid for at UPU rates, and air mail to the Territories had 
been paid for at an assumed rate of $1 a ton-mile. We believe this 
figure of $1 a ton-mile for mail to the Territories is somewhat higher 
than would, in fact, be established ultimately by the CAB but we 
have taken this figure for the sake of conservatism. 

The exhibit shows that for the international air system of the 
United States as a whole, compensatory payments at the rates indi- 
cated would be $18,209,000 less than the amounts received under the 
temporary rates of mail pay fixed by the CAB, temporary rates which 
are almost certain to be increased when final rates are established. 
For Pan American alone, the amount that would have been receivable 
under compensatory rates, as indicated, would have been $7,240,000 
less than the amount actually received under temporary mail rates 
which we believe to be less by some millions of dollars than what we 
are entitled to receive as final rates for this period. The only airlines 
that would receive more on the compensatory basis indicated, than 
they actually received, are American on its operation to Mexico, 
Eastern on its Miami-Puerto Rico service, and United on its Cali- 
fornia-Hawaii service; and these amounts are small. The apparent 
excess in the case of Eastern and United might actually disappear, in 
fact, if the compensatory rate for service to the Territories was set 
less than $1 per ton-mile by the CAB. 

Mr. Chairman, may I point out that the service rate to the terri- 
tories as ultimately fixed by the CAB would be the same whether 
UPU rates were used for international air mail, or international rates 
were fixed by CAB or some other domestic body. The amounts that 
Eastern and United would receive, as shown on this chart, are actually 
not, therefore, a part of the question at issue. 

The service rate which they would receive for mail carried to terri- 
tories and which Pan American and other American flag airlines 
would receive on mail carried to the territories would be fixed by the 
CAB under all the proposed changes in legislation that have been dis- 
cussed before your committee. 

The $18,209,000, plus additional amounts to be fixed by the CAB in 
final rate cases, would be subsidy, fixed by the CAB for United States 
overseas and international airlines. 

United States international airlines, like our international shipping 
companies, will always require a subsidy to offset the difference be- 
tween the wage rates paid by the American flag carriers and wage 
rates paid by our foreign flag competitors. In my testimony before 
this committee in June 1949, I included a chart indicating this very 
substantial difference. For instance, American first pilots—that 1s 
first pilots of American nationality—are paid over $13,000 a year as 
compared to $6,000 or $7,000 received by first pilots on the British 
and Dutch lines among our principal competitors. American shop 
foremen receive over $6,000 a year as compared to less than $3,000 for 
their British and Dutch counterparts. Stewardesses on American 
aircraft receive more than twice as much as their opposite members 
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on the British, Dutch and French lines. These substantial wage 
differentials cannot all be offset by superior American labor output 
and management. Subsidy will always be required to keep the 
American flag on the international airways just as it has been required 
over the years to keep our merchant shipping fleet on the high seas. 
Separation of mail pay from subsidy will actually show the amount 
of this subsidy required from year to year but only if American flag 
air carriers receive the same service rates for carrying international 
mail as do their foreign flag competitors. 

There is considerable sentiment in Congress in favor of separation 
of subsidy and mail compensation for United States international 
air carriers as well as domestic. The President and also, I believe, 
the Hoover Commission, recommend such separation. 

The principal American flag international airlines, as well as organ- 
ized labor in our industry, also I understand favor separation. Neither 
group sees any valid reason, however, why international air-mail rates 
as determined from time to time by the UPU should not be used for 
United States international carriers as well as their foreign-flag com- 
petitors who parallel their services throughout the world. 

Legislation should provide that-the Pestmaster General should pay 
United States flag carriers for carrying United States mail to foreign 
countries at the same rates he pays foreign carriers for transporting 
the same category of mail, as provided by international treaty. The 
additional subsidy payments required should be fixed by the Civil 
Aeronautics Board. The Post Office Department should disburse 
all payments but subsidy payments should be made from special 
appropriations to the Post Office Department designated respectively 
for domestic and overseas air transport subsidy and subsidy for 
international air transport. 

Mr. Chairman, the suggestion that the Post Office Department 
be used as the disbursing agency is in the interest of saving money to 
our Government. 

The Post Office Department is well organized as the disbursing 
agency. Additional costs would be incurred were the Civil Aero- 
nautics Board required itself to act as the disbursing agent for the 
airlines as well as the Post Office Department. 

Thank you, Mr. Chairman. 

The CuarrMan. Thank you, sir. This ends our open hearing this 
merning. We will have an executive session.now in the other room. 

(The open hearing was resumed.) 

The Cuarrman. Mr. Trippe, I want to ask you one question, please. 
In this document that has just been handed me, there seems to be 
some discrepancies in the amounts of air mail payments that are paid 
to Pan American World Airways, that is between the payments 
reported by the Civil Aeronautics Board, the United States Post Office 
and by the Government Accounting Office. 

Can you explain why those amounts are not identical? There 
seems to be a difference of $14,000,000. If you want to submit an 
explanation of that you may. 

Mr. Tripper. May I, Mr. Chairman? I have no idea where these 
figures came from; but I will include for the record, a statement of 
our temporary mail payments as actually fixed by the CAB for the 
years indicated. 

The CHarrmMan. That will be fine. 
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(The doeument above referred to and the explanatory letter of Pan 
American World Airways follows:) 


Discrepancies between air-mail payments to Pan American World Airways reported 
by (1) the Civil Aeronautics Board; (2) the U. S. Post Office; (3) the General 
Accounting Office 
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11949 Post Office figure does not include Alaska operations. 


Pan AMERICAN Wortp AIRWAYS Syste: M, 
Washington, D. C., July 27, 1961. 
Senator Epwin C. JoHNSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Senate Office Building, Washington, D. C. 

Dear SENATOR JOHNSON: Yesterday, as Mr. Trippe was bringing his testimony 
to a close you presented him and the record with a set of figures. You requested 
an explanation which the following three paragraphs will attempt. 

A preliminary explanation of the three sets of mail pay figures for Pan American 
submitted at the hearing indicates that the discrepancies in the figures are probabl) 
due to the following factors: 

The tables submitted indicate that the Alaska mail pay for the fiscal year 1949 
was omitted from the United States Post Office figures. If the Alaska mail pay 
in the amount of $1,302,000 is added to the Post Office figures, a total of 
$113,822,000 is obtained for the 5-year period on the Post Office basis compared 
to the $114,009,000 reported by the CAB. It appears.that the remainder of this 
difference is due to the fact that the Post Office Department requires that billings 
be made for comnleted trips only whereas the mail pay accrual figures submitted 
to the CAB are 01 the basis of service completed up until midnight of the last 
calendar day of each month, 

The $14,323,621 difference between the GAO and CAB figures appears to arise 
from the fact that the CAO figures are based on disbursements from deficiency 
appropriations covering retroactive mail payments granted by the CAB. In 
this connection the principal difference appears to arise from the increased tem- 
porary rates granted the Atlantic division in April 1949 for the calendar years 
1946, 1947, and 1948. If the increase for the half year covered by the current 
fiscal year’s appropriation at the time of the award is eliminated, there is a re- 
mainder of approximately $9,827,000 to be covered by deficiency appropriations. 
Likewise, the awards for the Latin American division for the calendar year 1949 
would involve an increase of $2,662,000 for the first half of the year which would 
be included in the fiscal year 1949. An additional amount of approximately 
$500,000 also relates back to the fiscal year 1946 when billings were delayed for a 
considerable period because of a CAB change from a mileage to a ton-mile basis 
for the Latin American division, which probably required a deficiency appropria- 
tion. These three items would amount for approximately $14,300,000 or just 
about the difference indicated between the General Accounting Office and the 
CAB figures. 

I trust these figures provide a satisfactory answer to your question. 

Kindest personal regards. 

Sincerely, 
Roger B. DovuLens. 


The CuarrMan. Without objection we will make a letter from the 
National Industrial Traffic League a part of this record along with 
the prepared statement that goes with it. 
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SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


(The documents above referred to are as follows:) 


THE NATIONAL INDUSTRIAL Trarric LEACUE, 


Washington, D. C., July 25, 1951. 
Hon. Epwin C. JOHNSON, 


Chairman, Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington 25, D. C. 


DeaAR CHAIRMAN JOHNSON: Attached is a brief statement outlining the league’s 
objections to certain provisions in 8. 1657, which seeks to separate air-mail pay 
from subsidy, and to adjust the rates of payment for the transportation of mail 
by air carriers and authorize subsidies for air transportation essential to national 
defense and commercial development, which measure is now under consideration 
by your committee. 

We will greatly appreciate the favor if you will kindly incorporate this state- 
ment in the printed record as expressing the League’s views on the matter. 

Very truly yours, 
E. F. Lacey, Executive Secretary. 


STATEMENT ON BEHALF OF THE NATIONAL INDUSTRIAL TRAFFIC LEAGUE 


IN 
OPPOSITION TO 8S. 1657 


The National Industrial Traffic League, with headquarters at 909 Kass Building, 
Washington 5, D. C., is a national organization consisting of individuals, firms, 
corporations, and associations, embracing within its membership from 350,000 
to 400,000 users of all types of transportation, and having a vital interest in the 
efficient and economical operation of the airlines. 

The National Industrial Traffic League has been on record for many years in 
opposition to the principle of statutory rate making, such as is embodied in 8. 
1657 and that principle has been reiterated by the membership at various annual 
meetings, 

S. 1657 proposes to amend section 406 of the Civil Aeronautics Act of 1938, so 
that among other things, the actual rates to be paid the airlines for carrying 
air mail would be set by Congress for a period of 3 years, beginning June 30, 
1952; the Civil Aeronautics Board being empowered thereafter to adjust those 
rates at succeeding 3-year periods. 

It is the view of the league that such a provision is dangerous in that it tends 
to interfere with the orderly process of regulation of transportation through 
qualified and independent administrative agencies. The making of rates has for 
years been carried on by the Civil Aeronautics Board free from interference by 
Congress. Without implying approval or disapproval of the present rate structure, 
the league earnestly insists that any defects or changes therein should be left for 
reformation by the Civil Aeronautics Board, whose independence and exclusive 
jurisdiction should be preserved without legislative interference or attempts at 
statutory rate making. 

The National Industrial Traffic League has no quarrel with the idea of sepa- 
rating subsidv pay to the airlines from actual pay for carriage of mail; in fact it 
is in favor of that principle, and said so in a statement filed with the House 
Interstate and Foreign Commerce Committee on April 27, 1950, in connection 
with hearings on H. R. 2908, Eighty-first Congress (see pp. 209-210 of House 
committee hearings). 

The provisions of 8. 1657 would violate a long-standing policy of Congress by 
withholding from a quasi-judicial body created by Congress for that purpose, 
the determination of fair and reasonable rates through established procedures. 

Congressional policy has long recognized that rates and rate bases which are 
set by statute are inflexible; further, they are difficult to adjust when changing 
conditions may warrant a modification or revision. The fixing of compensation 
for transportation service requires a technical knowledge usually found only in 
special administrative bodies created by Congress for that purpose. True, a 
stable rate structure is greatly to be desired, but such stability can more properly 
be achieved through existing provisions of the Civil Aeronautics Act, and the 
established procedures of the Civil Aeronautics Board. 

The league respectfully urges, therefore, that this provision in 8. 1657 be 
disapproved. 

Respectfully submitted. 

THE NATIONAL INDUSTRIAL TRAFFIC LEAGUE, 
Epwarp F. Lacey, Executive Secretary. 
Juty 25, 1951. 


(Thereupon, at 11:15 a. m., the hearing was adjourned to recon- 
vene on Monday, July 30, 1951, at 10 a. m.) 
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MONDAY, JULY 30, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in the 
committee room, Room G—16, United States Capitol, Senator Edwin 
C. Johnson (Colorado) (chairman) presiding. 

Present: Senators Johnson (Colorado) and Hunt (Wyoming). 

Also present: Edward C. Sweeney, professional staff member. 

The CHarrman. The hearing will please come to order. Mr. 
Jelsma. 


STATEMENT OF E. R. JELSMA, STAFF DIRECTOR, SUBCOMMITTEE 
ON DOMESTIC LAND AND WATER TRANSPORTATION, SENATE 
INTERSTATE AND FOREIGN COMMERCE COMMITTEE 


The CHairMan. Identify yourself for the record, Mr. Jelsma, and 
then proceed in your own way. 

Mr. Jetsma. My name is E. R. Jelsma, staff director, Subcom- 
mittee on Domestic Land and Water Transportation, Senate Inter- 
state and Foreign Commerce Committee. 

In the course of this hearing there have been many hints and some 
direct evidence contending that the airlines are making a proportion- 
ately larger contribution to national defense and the rearmament 
program than others; that the railroads receive relatively high re- 
muneration for transporting first-class mail for a less costly service; 
that in any cost formula the over-all deficit in airline operation should 
be charged to the mail carried, since airline mail service is so valuable 
to commerce; and since the operation of airlines, especially regional 
and local airlines, is unprofitable, the airlines should receive very 
generous mail pay. 

It is not my purpose to belittle the importance of airline trans- 
portation but since in such matters it is desirable to keep everything 
in its correct perspective and avoid distortion, I desire to review brie fly 
the nature, size, and importance of the transportation system of the 
United States as a whole. 

The United States possesses more than half of the world’s trans- 
portation facilities. These facilities include over 227,000 miles of 
railways; 3,300,000 miles of public roads; 27,000 miles of inland water- 
ways; 150,000 miles of pipelimes; over 6,200 civilian airports, and 
40,000 miles of airways. Without this magnificent transportation 
system the United States could not maintain either military or 
economic supremacy in the world today. In fact, it is the very founda- 
tion of our strength at home and abroad. 
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The tremendous size of the transportation industry has always made 
its study difficult. Nevertheless, the total public and private invest- 
ment in transportation is established at $100 billion or almost 20 per- 
cent of the Nation’s total capital value. From the standpoint of size 
the transportation system is second only to agriculture. In air trans- 
portation the investment (exclusive of airports) i is $1 billion or 1 per- 
cent of this total, while the railroads’ investment is about $25 billion 
or 25 percent. 

The interest of the Federal Government in transportation is clear. 
An efficient and healthy transportation industry is an indispensable 
arm of national defense. In addition to military considerations, 
the Government has a large financial stake in the Nation’s transpor- 
tation system. Although the business of transportation is conducted 
almost entirely by private management, the Federal Government has 
expended billions of dollars in building transportation facilities and in 
subsidizing directly, particular forms of transportation. 

While these subsidies have been limited to particular groups within 
the national transportation industry, the industry itself is an integra! 
system, with all parts affected by w hat happens to each. While the 
air lines industry has been receiving generous Federal aid in its com- 
petition for passenger traffic, the railroad industry has suffered severe 
losses from its passenger service over an extended period, thus threat- 
ening the financial stability of that entire branch of the industry. This 
is especially true since the rates of the luxury-type service provided 
by the antinns has been held at a relatively low level as a direct 
result of Federal subsidy payments. 

There is a direct relationship between the mounting railroad passen- 
ger deficits, the desperate need for a healthy and stable railroad pas- 
senger service in the interest of commerce, and the national defense and 
the “polie’ y of subsidies to the airlines in the form of exorbitant air-mail 
payments. These payments are the essential factor in the ability of 
airlines to compete for potential railroad passenger traffic. With the 
Government footing the bill, airlines go after the very traffic that may 
mean the difference between weakness and strength to the Nation's 
railroads, in spite of the fact that these same railroads must be called 
on to carry the heavy burden of transporting the bulk of our entire 
mobilization effort. 

Subsidy payments to the airlines and the rate of pay for the carriage 
of air mail are two distinctly different things and should be so treated. 
Each should be justified on the basis of its own merit or demerit. Air- 
mail payments should be made on as accurate and reasonable a cost 
formula as can be worked out. Thereafter, if the total income from 
passengers, freight, air mail, et cetera, is not enough to carry the air- 
lines along, the question of subsidy might than be considered. But 
whatever subsidy is paid must be judged on the relative contribution 
made by all transportation agencies to the national economy and to the 
national defense and the effect of suchsubsidiesoneach. Only on these 
grounds can the extent and direction of subsidy justifiably be estab- 
lished. Only then can the problem of air competition with the rail- 
roads and other common carriers of freight and passengers be settled. 

Commingled as it is with air-mail pay, there cannot be a clear and 
thorough determination of airline subsidy and its far-reaching impact 
on the Nation’s transportation. Now the aviation industry is being 
subsidized to the detriment of the unsubsidized common carriers. 
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I wish to emphasize, however, that my position is designed neither 
to secure subsidy for railroads nor to take it aw ay from the airlines. 
It is simply a plea designed to uncover and bring this complex problem 
before the scrutiny of public opinion, to allow all the facts to be 
presented on their merits, so that whatever is essentia! to the Nation’s 
welfare may be determined intelligently. 

Contrary to the position taken by railroad spokesmen, I do not 
believe that this is the place to appeal for total elimination of subsidies 
to the airlines. That is not. the question before the committee, and 
reglly is not germane. The question of reducing, or enlarging, or 
eliminating entirely, subsidies to commercial airlines can only be 
decided with some “degree of justice when the payments made to the 
airlines for carrying the mails has been separated absolutely from the 
subsidies paid. 

Now I should like to point out certain inaccuracies in the testimony 
in this hearing of those who point to alleged exorbitant railroad mail 
pay as justification for including in the air-mail payments substantial 
amounts in excess of their actual transportation costs. 

The fact is that the railroads have been carrying mail and passengers 
at a loss for many, many years. Except for the years 1942 to 1945, 
inclusive, the railroads have operated passenger-train service at a net 
operating deficit every year since 1936. This persistent loss has been 
growing at a rapid pace. From 1936 through 1941, the net railway 
operating deficit from passenger service held fairly steady at around 
$250,000,000 a year. It, however, reached $559,782,240 in 1948, 
and about $649,000,000 in 1949. The 1950 passenger-train deficit 
figure was $508,510,000 in spite of $107,000,000 retroactive mail 
adjustments received which are included in that year’s tabulations. 

The Interstate Commerce Commission recently estimated that about 
two-thirds of the total passenger service deficit in 1948 was attributable 
to head-end traffic. As you know, head-end traffic consists of United 
States mail, express, baggage, and mail, but not passengers. 

Witnesses have testified that the railroads are receiving 8.6 cents 
per ton-mile for carrying mail (all classes). This statement is sub- 
stantially correct. The United Air Lines’ representative in a letter 
to this committee states that the railroads receive 45 cents per ton- 
mile for carrying first-class mail. This statement appears to be 
grossly incorrect. 

My information is that the railroads in 1949 received an average 
of 12.67 cents per ton-mile for carrying first-class mail, which was 
increased to 15.1 cents per ton-mile as a result of the retroactive mail 
pay adjustment made in 1950. Most of the present settlements be- 
tween the Post Office Department and the railways are being mye on 
the basis of the 1949 rates, exclusive of the 1950 settlement, or 12.67 
cents per ton-mile. 

Also you will recall that Mr. Warren Lee Pierson, the very able TWA 
official, stated to this committee: 


The short answer is that the railroads actually receive more per ton-mile for 
carrying first-class mail than they do for carrying passengers. 


The railroads are paid about 25.6 cents per ton-mile for carrying 
passengers, which is almost twice what they are paid for carrying 
first-class mail and three times what they are paid for carrying all mail. 

The railroads have been transporting over 95 percent of all domestic 
mail. They carried 105,103,909 ton-miles of first-class mail in 1949, 
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while the airlines carried only 27,082,909 ton-miles of. all mail (includ - 
ing parcel post); and the figure for all air mail, excludirg parcel post, 
was only 20,181,000. It is said that the railroads receive only twice 
as much pay for carrying 95 percent of the mail as the airlines receive 
for carrying 5 percent of the mail, both foreign and domestic. 

There are 129 class I railroads and 500 smaller lines which constitute 
the backbone of our national transportation system. These railroad 
lines are indispensable to the national defense for the simple reason 
that they carry the tremendous volume of freight required which 
cannot be moved by any other carrier or combination of carriers. 
The widespread distress and economic strangulation witnessed in 
the 1946 Nation-wide railroad strike is sufficient proof that even in 
peacetime the Nation’s economy is built around rail transportation. 
During World War II the railroads moved about 90.5 percent of all 
military freight and about 70 percent of all other intercity freight, 
and 97 percent of all organized military travel. In 1944, the railroads 
carried over 747 billion ton-miles of freight while the airlines carried 
71 million or less than one one-hundredth of 1 percent. In 1944, the 
railroads carried over 97 billion passenger-miles and the airlines 
2.2 billion, or less than 1 percent. 

It ought to be evident, then, that the financial distress of the rail- 
road’s passenger, express, and mail business, in a period of relative 
prosperity, represents a most serious threat to the security of the 
Nation today. The railroads comprise the largest and most essential 
part of our vast transportation network and cannot safeguard our 
future if passenger deficits, mail losses, and subsidy to competitors 
weaken their existence. 

The critical need for dependable railroad performance in a period 
of defense mobilization is even more apparent when dry statistics 


are reduced to logistics, including the moving of troops, supplies, and 
materials in wartime. 

Many divisions are needed to fight a war, and the huge transporta- 
tion requirements for only one division should awaken us to the 
indispensability of railroads. 

I have a chart here. I will summarize it. 

(The chart referred to is as follows:) 


I. INFANTRY Divrsion 


Forty-eight passenger trains and an average of twenty freight trains are required 
to move one infantry division. This consists of the following: 
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II. ArmMorED DIvISsION 


Forty-one passenger trains and thirty freight trains are required to move one 
armored division today. This consists of the following: 
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ITI. Arrsorgwe. Drviston 


Forty-two passenger and ten freight trains are required to move one airborne 
division today. It consists of the following: 
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Mr. Jeutsma. If we were sooclilaaiie attac i d and we were required 
to move 6 divisions (3 infantry and 3 armored), it would require 417 
trains or 14,668 cars; and 60 divisions would require 146,660 cars or 
4,170 trains. This would be a definite jolt to our economy, and this 
Nation could not possibly absorb the jolt without a strong railroad 
industry. 

To supply one infantry division in Louisiana, for example, for a 
period of 1 year, it requires 225,624 tons of supplies. This in turn 
would require 7,571 railroad cars, or 151 trains. 

On the other hand, if all the commercial airlines of this country 
were assigned the task of transporting the armed services in an 
emergency, they could not alone carry a single completely equipped 
infantry or armored division because they cannot carry the heavy 
equipment and do not have the available air strips. 

When measuring the contribution the various transportation indus- 
tries make to national defense mobilization and rearmament we must 
not overlook the indispensability of the railroads. As a matter of 
fact, in modern war every citizen and every industry must make his 
contribution. Accordingly, to reward one industry at the expense 
of the others cannot be justified on the theory that they make some 
contribution to national defense. The burdens of war fall on all. 

The CuarrMan. Are there any questions or observatinos, Senator 
Hunt? 

_ Senator Hunt. No, thank you. 

. The Cuarrman. Mr. Sweeney? 

Mr. Sweeney. No, sir; not at this time. 

The Cuarrman. Does that complete your statement? 

Mr. Jevsma. Yes, sir; it does. 

The CuarrMan. Very well, then. We thank you for 

Mr. Jevsma. Thank you. 

The CuHarrMAN. Our next witness is Mr. T. H. Reidy, president of 
Helicopter Air Service, Inc. 

Mr. Reidy, identify yourself for the record and then proceed in 
your Own way. 
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STATEMENT OF T. H. REIDY, PRESIDENT, HELICOPTER AIR 
SERVICE, INC. 


Mr. Reiny. Mr. Chairman and members of the committee: 

My name is T. H. Reidy. I am president of Helicopter Air Service, 
Inc., which conducts a helicopter service carrying the United States 
mails in the Chicago metropolitan area. 
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There is a map which I have submitted which covers generally our 
operating area. There is also in this little magazine which I have, an 
article, a very factual article with pictures, which gives some fair back- 
ground of the general helicopter operations in the Chicago area. [ 
refer to Aviation Yearbook, 1951, a Fawcett publication, page 92. 

This operation is conducted pursuant to authority contained in a 
certificate of public convenience and necessity issued by the Civil Aero- 


AIR MAIL ROUTE NO. 96 
HELICOPTER AIR SERVICE, INC. 
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nautics Board on November 24, 1948, (9 C. A. B. 687 (1948)). Ser- 
vices were inaugurated on August 20, 1949. Pursuant to its cer- 
tificate, and a related exemption order, the company is, in general, 
authorized to serve any point within a radius of 50 miles from the 
Chicago Municipal Airport. Within this area, the company operates 
3 round trips per day over 3 circular or cloverleaf routes extending 
from the Chicago Municipal Airport into the suburban communities 
of the Chicago metropolitan area and 18 round trips per day over the 
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route between the municipal airport and the roof of the Chicago post 
office in the Loop. 

Helicopter Air Service has on file with the Civil Aeronautics Board 
an application filed in December 1950 for an amendment of its cer- 
tificate of public convenience and necessity seeking authority to carry 
passengers, in addition to property and mail, but no hearing thereon 
has as yet been held. 

Mr. 5. G. Tipton, general counsel of the Air Transport Association, 

has testified before your committee that the airlines favor separation 
of subsidy from compensation for mail carriage in the domestic field. 
Helicopter Air Service takes no issue with that position as applied to 
the conventional type of aircraft service with respect to which the 
separation problem basically applies. At the present time that 
problem does not apply to Helicopter Air Service because there is 
nothing to separate. It is not authorized to carry passengers. It 
carries only the mail, and is not only authorized but required by its 
certificate of public convenience and necessity to carry the mail. 
That is the only service it performs and for which it is paid. There 
can be no subsidy involved in rendering a single required service, where 
no more than allowable expenses plus a reasonable return upon invest- 
ment are paid for the service rendered. 

As | shall endeavor to point out in greater detail in a moment, 
fixed-wing experience cannot be automatically used as the basis for 
formulating legislation applicable to helicopter operating companies. 
In fact, | rather doubt whether any of the bills presently pending 
before this committee were seriously intended to encompass these 
unique operators. 

For example, the rates proposed in S. 1657 were undoubtedly 
prepared from cost studies on airlines utilizing fixed-wing aircraft 
and not derived from any study of the operating costs of helicopter 
services. As applied to HAS’s service, these rates would be below cost, 
which raises a basic constitutional issue since the fifth amendment 
protects carriers from such a situation where, under their franchise, 
they are required to carry the mail under heavy penalties for failure 
to do so. On the other hand, under the rates proposed by Con- 
gressman Hinshaw—lI believe in the original copies that I have dis- 
tributed to you, Mr. Chairman, it read “Congressman Hinshaw’s 
bill.” It was not a bill, it was really a proposal. 

The Cuarrman. It is not a bill, that is right, it is a proposal; a 
suggestion. 

Mr. Rerpy. Yes, sir. 

On the other hand, under the rates proposed by Congressman 
Hinshaw, according to an analysis appearing in the American Avia- 
tion Daily, for July 27, 1951, HAS would have been entitled to 
$930,347, in compensation alone, and exclusive of subsidy, for the 
year 1950, over and above the $371,423 which the company actually 
received during that year. 

It has seemed to H AS that S. 1657 was not intended to apply to 
the HAS helicopter service for another reason. On page 2 of this bill, 
lines 11 to 19, it is provided that the Board may classify each carrier— 
upon the basis of types of communities served, as either a regional or secondary 
air carrier or a local service or feeder air carrier— 
and if so classified, it shall receive 150 percent of the base rate of 
42 cents per ton-mile of air mail carried if it is a regional or secondary 
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air carrier, and 200 pereent of such base rate if it is a local service or 
feeder air carrier. It is clear from the Ernst & Ernst studies that, in 
general, air carriers serving large traffic points are trunk-line air 
carriers. Chicago is certainly a large traffic point. Surely, it was not 
intended that the service of HAS should be paid for at the base rate 
of 42 cents. This again shows that the considerations applicable to 
fixed-wing operations do not fit the helicopter. 

In case there is any possibility that these bills may be considered as 
applicable to helicopter services, HAS suggests that a provision be 
specifically inserted stating that as to any mail-only type of aircraft 
service, particularly mail-only helicopter service, the mail rate pro- 
visions of the Civil Aeronautics Act still apply. HAS further sug- 
gests, however, that even assuming its application for authority to 
carry passengers (which I have previously mentioned) is granted in 
due course, and the company acquires suitable equipment and begins 
to carry passengers, the passenger, mail, and property transportation 
services which it will then be performing should not at the outset be 
subject to the subsidy separation or mail rate-making provisions of 
the bills presently before this committee. 

The fact of the matter is that helicopter operating companies 
should not be grouped with airlines utilizing fixed-wing aircraft in 
formulating legislation of this type. Their operational characteristics 
and cost factors are too completely different and make a common 
measuring stick impossible. Furthermore, as compared to the 
established airlines of this country utilizing fixed-wing aircraft, 
helicopter operating companies are just on the verge of their full 
development. The potentiality of the helicopter as a vehicle in 
full-scale passenger operations has yet to be developed. From this 
experience, the value of the helicopter in times of atomic attack in 
the crowded city and in strengthening the sinews of commerce by 
literally rising above the congestion found in most large American 
cities, can be evaluated. HAS submits that the very rationale which 
led Congress to seek to develop the air transport industry during the 
past 25 years, and particularly in the Civil Aeronautics Act of 1938, 
is now applicable to the development of the helicopter transport 
industry. 

Let me point out specifically a few of the reasons why HAS submits 
that subsidy separation or mail rate making legislation covering 
helicopter operating companies does not seem adv isable at this time. 

First, there can be no subsidy problem until it is known that nonmail 
revenue does not cover costs allocated to nonmail services. How can 
anyone know at this point how this problem will turn out when the 
only existing certificated helicopter operations are mail-only services? 

Second, the excellent fixed-wing air transport systems of this 
country which have been developed over approximately the past 25 
years, over half of which years have been under the present mail 
rate-making provisions of the Civil Aeronautics Act of 1938, afford a 
long record of experience upon which the proposed subsidy separation 
can intelligently be based. The Ernst & Ernst report has been made 
against the background of this experience, and 5. 1657, as well as 
all of the other subsidy-separation bills currently on the agenda of the 
Congress, have similarly been proposed in the light of that experience. 
In the case of the helicopter passenger, mail, and property services, 
particularly in the metropolitan areas, there is at the moment no 
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experience. It would, accordingly, seem that it would be impossible 
at this time to fix in a statute a specific rate for compensatory mail 
payments that would be valid under such circumstances. Even if a 
specific rate is not fixed in the statute and if the Civil Aeronautics 
Board should, either on its own initiative or under statutory com- 
mand, undertake to allocate costs as between mail, passenger, and 
property carriage under assumptions which would have to be made 
today in the absence of any experience, it would seem clear that any 
resulting rates purporting to be compensatory rates would have to 
be subject to frequent revisions in order to reflect accumulating 
experience. 

Rates could, of course, be fixed today as compensatory mail pay- 
ments in a passenger, property, and mail helicopter certificated service. 
Perhaps this can be done on a per-pound-carried basis, which would be 
adequate to meet the constitutional requirements. Whatever basis 
is selected, however, there is still much less assurance than in the case 
of the conventional airline system, where many years of actual ex- 
perience back up today’s judgments, that such rates would not be 
shown to be excessive, or inadequate, shortly after such a new, as 
yet untried, operation is undertaken. Under such circumstances, it 
would seem to HAS that the air-mail rate-making provisions of the 
present Civil Aeronautics Act should be preserved for the present 
insofar as helicopter services are concerned. After more experience 
has been accumulated following the inauguration of certificated heli- 
copter passenger service, there would be a good basis for making the 
separation which, in the case of the fixed-wing aircraft, is being tackled 
only after about 25 years of experience and development. 

If and when it is clear that there is a subsidy se paration problem in 
helicopter operation, it will be necessary to recognize the helicopter 
services, particularly in metropolitan areas, are different in kind from 
fixed-wing longer-haul services and require different treatment. The 
helicopter is, by comparison with conventional aircraft, a slow- 
flying, low-flying work horse, peculiarly adaptable to landing and 
taking off in the center of congested areas, with all of the differences 
that such a type of operation implies. For example, the average hop 
of HAS is well under 10 miles. In the Statement of Tentative Findings 
and Conclusions in the Big Four mail rate cases (adopted March 29, 
1948. Docket No. 3309 et al.), the Civil Aeronautics Board revealed 
that for American Airlines the average hop was 214.2 miles and for 
United Air Lines it was 279.6 miles. Probably the hops are even 
longer now. Everyone recognizes that an important operating ex- 
pense factor is the frequency of and distance between stops. Further- 
more, vertical descent and ascent by helicopter is bound to be more 
expensive than coming in or climbing out of a large airport on a glide 
angle. Thus it is clear that the cost per mile flown is an unfair com- 
parison as between helicopter services in a metropolitan area and 
conventional airline long-haul services. Neither is capable of per- 
forming the services performed by the other. They are comple- 
mentary. 

Probably only a very few of the certificated helicopter expense 
categories are comparable with those in the fixed-wing type of opera- 
tion. In general, helicopter operations are so different as to prevent 
them from being compared with any substantial accuracy to fixed- 
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wing airline operations. Consequently, fixed-wing airline experience 
is not comparable and cannot be used as a guide for fixing rates for 
helicopter operating companies. 

The helicopter stands today in a position comparable to that of the 
fixed-wing transport airplane many years ago. The helicopter has 
yet to carry its first passenger in certificated scheduled service and is 
on the threshold of its development. The committee may no doub' 
be fully aware of the large military interest in all phases of helicopter 
development. The hostilities in Korea have demonstrated the 
utility and versatility of the helicopter in time of war. and how the 
commercial development of large transport types in certificated 
services can be of aid to the national defense. Expressions of deep 
interest on the part of the Department of Defense in the further 
development of the helicopter in certificated commercial operations 
have been filed as a part of the public record in Civil Aeronautics 
Board proceedings. Similar expressions have been received from 
those responsible for civilian defense in case of atomic attack. 

Apart from the favorable and increasing interest of the military in 
helicopter development. (as shown by the large backlog of military 
orders now reported to approximate $500,000,000), I feel sure that 
this committee will have in mind in its consideration of any legislation 
affecting helicopter certificated operations, the fact that as a com- 
mercial vehicle the helicopter has already demonstrated that it can 
perform an important public transportation service, particularly in 
metropolitan areas. In this connection I would like to call your 
attention to the study recently completed by the Air Coordinating 
Committee at the request of the Post Office Department, entitled 
“Federal Policy Regarding the Development of Commercial Transport 
Helicopters,” dated July 19, 1951. 

I have two copies of it. 

This report deals primarily with the commercial prospects of the 
larger transport helicopters capable of carrying seven or more pas- 
sengers, and is most convincing in its recommendation that the Gov- 
ernment should actively support the further development and com- 
mercial use of helicopters. This report is so timely and of such funda- 
mental importance, both in respect of the legislation currently before 
your committee and your interest in aviation developments generally, 
that I would like to request the privilege of offering this report to 
be included as a part of the record of these hearings. 

The CuarrMan. Without objection, the report will be made a part 
of the files of the committee to accompany the hearings. 

(The document referred to will be found in the files of the com- 
mittee.) 

Mr. Reipy. This report contains letters from the Department of 
the Army, the Department of the Navy, the Department of the Air 
Force, the Research and Development Board, and the Deputy Secre- 
tary of Defense expressing their deep interest in the development of 
the helicopter through CAB certificated operations. 

In conclusion I would like to summarize our views as follows: 

1. There is no separation problem involved in the mail pay received 
by Helicopter Air Service, Inc., at present because its sole certificated 
service is for the carriage of mail. To determine by statute, or other- 
wise, that a mail-only certificated service is not entitled to be paid 
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all of its allowable costs plus a reasonable return on its investment 
would render such a determination unconstitutional. 

2. It is believed that the subsidy-separation proposals set forth in 
S. 1657, or as proposed in various other pending bills, were not con- 
sciously intended to apply to certificated helicopter service. Back- 
ground studies and thinking leading to the conclusions embodied in 
these bills have all been based upon the conventional airline experience 
accumulated over the past 25 years. It would, accordingly, seem 
inappropriate to apply separation rates or formulas to the certificated 
helicopter service unless based upon the experience growing out of that 
service. 

3. Certificated helicopter service is different in kind and character 
from that performed by conventional airline operations. Until some 
experience has been obtained in the carriage by helicopter of passengers 
and property, as well as mail, it would seem desirable to preserve the 
present rate-making provisions of the Civil Aeronautics Act insofar as 
certificated helicopter operations are concerned. After a reasonable 
period of experience, there will be a basis for determining whether any 
subsidy is involved. If there 1s, there will then be sufficient experience 
so that it can be used as a background for determining what the com- 
pensatory mail payments should be or what formula should be used in 
arriving at such compensatory mail payments. 

This opportunity to express our Views to your committee is very 
much appreciated. 

The CuarrMan. Mr. Reidy, how is the rate of pay determined? 

Mr. Reipy. We are paid on a per mile basis, per mile flown. 

The CHarrMAN. Per ton-mile flown? 

Mr. Rerpy. No, sir, per mile flown, without regard to the amount 
of mail carried. The rate per mile, $1.25, for the first 25,000 miles, is 
a temporary rate assigned by the Civil Aeronautics Board. 

The CHarrMAN. Reduced to a ton-mile rate you were paid $17.94 
a ton-mile in 1950? 

Mr. Reipy. That is correct, sir, and I think that is lower than the 
so-called local service carrier, feeder-line carrier. 

The Cuatrman. What would it cost the Post Office to render that 
service by trucks? 

Mr. Remy. I do not know the answer to that as yet. There has 
recently been, and when I say ‘recently,’ within the last 2 or 3 
months, a contract made between the Post Office Department and 
some local truckers in Chicago which will cover the carriage of all 
types of mail to suburban points which are also served by our heli- 
copter service. Those rates per mile as yet have not been disclosed 
or at least I am not familiar with them, although they are probably 
a matter of record. That will be the carriage of all types of mail. 

Now, to answer your question in another way, the trucks could not 
do what we do at any price. 

In other words, the purpose of air mail is to speed up the transfer 
of mail between sender and receiver and the helicopter service speeds 
up air mail anywhere between 4 and 24 hours per letter delivery in the 
Chicago area. 

Another way of looking at it is this: I believe the average flight of 
an air-mail letter has been quoted before this committee as “1,170 
miles. That is the equivalent of an average air-mail letter coming, 
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we will say, from Denver to Chicago, or from the east coast to 
Chicago. 

Now, that generally takes 4 to 5 hours in flight, and there is a sav- 
ing of 5 to 10 hours of time because that letter was carried by air 
mail rather than surface transportation. 

Now, once it gets to Chicago, if it were to be trucked, there would 
be about a day’s lapse of time after arrival in Chic ‘ago ‘and delivery 
to the receiver in the Chicago area as encompassed by that map. 

But, by helicopter the deliver y is approximately 5 hours, depend- 
ing upon schedules. 

In other words, your air mail from the east coast on the averace 
air mail letter should save 5 or 10 hours en route because it took the 
air mail rather than surface transportation. 

Again, there is a saving of from 5 to 24 hours or greater because 
of the helicopter than if the service was not available. 

The CHarrMan. Do you carry anything besides mail? 

Mr. Rerpy. Air parcel post. 

The CHarrMan. Those are the only two categories that you do 
carry? 

Mr. Rerpy. Yes, sir. 

The CHarrMan. How much mail per flight do you carry on the 
average? 

Mr. Rerpy. Well, the mail for the first 6 months of this year— 

The CuarrMan. I am sorry, I see that we have the figure here 
69.6 pounds per departure. 

Mr. Rerpy. I do not have it per departure, I have it in total mail 
enplaned for the first 6 months. It is an interesting figure. That is 
1,384,586 pounds. That is on all routes for the first 6 months of 
1951. 

The CuatrmMan. And how many flights is that? 

Mr. Reipy. Approximately 45 flights a day. I would have to 
work that out. I could submit that. 

The CuatrMan. That would probably get pretty close to the 69.6 
figure. 

Now, does the Post Office have anything to say about whether such 
service shall be inaugurated or is it handled by the CAB? The only 
thing the Post Office has to do about it is to pay the bill—is that the 
situation? 

Mr. Rerpy. No, sir; I don’t think that is quite it. 

The Post Office Department submitted lengthy testimony in support 
of helicopter-mail operations in the Chicago area under an announced 
policy of establishing those helicopter services in Los Angeles, Chicago, 
and New York. 

It is currently serving in Los Angeles and Chicago. There have 
been hearings but there has been no recommendation or rather no 
Board decision, in the New York case. But, in our case, the Post 
Office Department strongly supported the establishment of the service 
and supported the route structure which we use and indicated the 
amount of savings in time if that route structure were followed, which 
we have done. Hence, our statements, those I have just made in 
regard to the time saved, are really the Post Office’s estimate of time 
saved. 

The CHatrmMan. How many points do you serve in that area? 

Mr. Reipy. Forty-three suburbs, by direct landings. 
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The Cuatrman. You have 43 direct landings. 

Mr. Reipy. Then, in some cases, one landing may cover two or 
more points, satellite points. 

The CuarrmMan. And how do they get the mail from those satellite 
points to you? 

Mr. Rerpy. Mail messenger from the point at which we land, 
distributed to the satellite points; or the satellite points pick up the 
mail themselves, either at the post office or the helicopter landing area. 

The CHatrMAN. Is there an air-mail post office at the municipal 
airport? 

Mr. Remy. Yes, sir. 

The CHarrMAN. So if you were to pick up a letter to go to Mil- 
waukee or to New York or to Denver, the letter will pass through that 
post office and would not go to the general post office in Chicago? 

Mr. Reipy. That is correct, sir, and that is where a great deal of 
time is saved in the transfer alone. 

The CHarrMAN. Most of the mail goes to outside points? 

Mr. Remy. I did not quite understand, Mr. Chairman; I am sorry. 

The CHarrMAN. Most of the mail that you carry stops at the 
municipal airport post office? 

Mr. Rerpy. All of the mail that we carry goes through that post 
office. 

The CHarrmMan. What is the volume in and the volume out, that 
is what [ am trying to find out? 

Mr. Rerpy. Of the air-mail post office? 

The CHAIRMAN. Yes. 

Mr. Reipy. That would be our total volume, which would be the 
figure I have given you. 

“Perhaps I had better state it diffe rently. Do you wish to know, sir, 
the amount of mail from Chicago to the airport as against the subur ban 
areas? 

The. CHAarrMAN. Yes. 

Mr. Reipy. I have those figures. 

The CuHarrmMan. What I am trying to find out is the amount of 
mail you carry from the municipal airport to the general post office. 

Mr. Rerpy. That figure is, for the first 6 months of 1951, to and 
from the general post office, 1,053,085 pounds. 

The CHartrMaNn. Is most of that air mail from the general post 
office to the airport? 

Mr. Rerpy. I would say it is about 50-50. 

The CHarrMANn. How does the general post office get mail to the 
municipal airport, exclusively by helicopter? 

Mr. Reipy. During our hours of operation we carry all of the air 
mail, with ore qualification. At certain times, we will say in the 
morning, a lot of the west coast flights arrive at Chicago in the early 
morning, maybe having been delayed for several hours by weather, 
in which event when the field finally opens up, they all arrive within a 
few minutes of each other, and the amount of mail that they some- 
times deposit under those conditions is more than we can handle. 
Ordinarily, the flow keeps the post office clean. 

The CHarrMan. And that air mail which comes into the municipal 


airport at Chica ago is also carried to the general post office by you? 
Mr. Rerpy. Yes, sir. 
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The CHarrmMan. What proportion of the mail carried by you, is 
carried between the municipal airport and the post office? 

Mr. Reripy. Seventy-six percent. 

The CuarrMan. I think you are correct that none of the bills before 
this committee contemplated dealing with the problem which you have 
stated. It is not a separation problem, one that ought to be dealt 
with in the present legislation. 

The separation, however, that I am thinking of is the development 
expenses of it. They have to be carried. Now, whether they should 
be carried by the Post Office Department or whether they should be 
carried by the national defense and civil defense and commerce gen- 
erally. Considering the importance of the development of the heli- 
copter, and it is important that it be developed, granting that, why 
should the Post Office have to carry that whole expense? That is not 
quite clear to me. Somebody ought to carry it, of course. 

Mr. Rerpy. Well, sir, in our particular case it seems that there is 
not very much development that I can think of which should be borne 
by anyone else in that respect. 

First of all, the vehicle, the helicopter itself, the price of that vehicle 
to us is a price which reflects a vast amount of engineering costs 
having been written off directly to national defense. 

In other words, we are paying approximately $25,000 for a vehicle 
which will carry air mail, with many millions of dollars being written 
off against defense contracts. In other words, the price of that 
vehicle would probably have been two or three or four times the price 
that we paid for it otherwise. 

The CuarrMan. Of course, that is true also of a locomotive that 
travels on the railroad and that is true of almost every industrial 
development that we have. That same principle is involved. How- 
ever, certainly it is of some importance to the national defense. This 
experiment which you are undertaking, and I presume that it is 
considerable of an experiment—is the helicopter complete and can 
it not be improved and cannot we have more understanding of the 
kind of service that it renders? Is it not a fact that some further 
development is involved in helicopter use? 

Mr. Rerpy. Very, very definitely, sir. What I am trying to point 
out 

The CuHarrMAN. Should the cost of that development be carried 
by the Post Office Department; that is the point I am trying to make. 

Mr. Rerpy. What I am trying to point out, sir, is that the Post 
Office Department stated that the helicopter service in the Chicago 
area was desirable for reasons set forth in the hearings before the 
Civil Aeronautics Board. 

Now, we were certificated to perform that service. We then go 
about organizing and developing a company which performs that 
service, and any cost of operation to carry the mail which is our sole 
job is pretty directly attributable to mail carriage. 

Now, there was certain development work in our own company, 
setting up a helicopter route, which was a brand-new thing. That 
development cost is attributable, I believe, to the fact that the Post 
Office Department wished a mail service in the Chicago area. 

Now, there is very definitely developmental experience to be gained 
by our operations and it is of indirect benefit to any future use of 
helicopters, military or otherwise. 
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The Cuarrman. Certainly. 

Mr. Reipy. That is very true. 

The CHarrMan. That is what I am talking about. 

Mr. Reipy. At this juncture, however, I think that it is extremely 
remote that you can put any dollar value on that. 

In other words, the helicopters in Korea have worked out very 
well. They have done a great military service, and a great rescue 
service. And I think that the development of the helicopter by Los 
Angeles Airways and by ourselves has very definitely aided the heli- 
copters in Korea or anyone else in the military zone. 

he CuarrMan. I have no doubt about that at all, and that is the 
point I am trying to make. 

What I am trying to find out is this: I am not trying to argue that 
you should not be paid for rendering the service. What I am arguing 
is that someone besides the Post Office Department should pay the 
bill, if you are rendering a service to somebody else, and I do think 
that you are rendering a service to somebody else. 

Again, maybe mail payments are a good way to pay it, because it 
falls on the users of the mail; but it would seem to me that some body 
else besides the Post Office should pay it. 

Do you think that the Post Office Department would maintain 
and pay for a helicopter service over other forms of transportation 
that could be inaugurated, that they would insist on doing it by them- 
selves? 

Mr. Rerpy. I think there 1s a very good chance that they might, 
sir. In other words, if the object of air mail is to speed up the de- 
livery of mail between two points approximately 1,000 miles apart, 
and if by the use of the standard airliner you can speed up the mail 
5 or 10 hours and by the use of the helicopter you can speed up the 
mail in addition to that by between 5 to 24 hours, then it seems to me 
that the helicopter is a very integral part of the speed-up, regardless 
of the cost. 

They pay approximately $500 plus, to an airline to deliver the 
average ton of mail, and they pay us approximately $300 to deliver 
the same ton of mail. Our expedition of the mail has been cheaper 
on a per-hour basis than the airline. 

The Cuarrman. That is all true, of course, but you are making 
your comparison by comparing it to the gathering of the mail with 
the old slow method of a truck that goes from mailbox to mailbox. 
It picks up the mail and takes its own sweet time doing it. 

Now, if the Chicago post office wanted to serve the Chicago area, 
we will say, with a motorcar, to handle nothing but air mail, I would 
doubt that there would be any saving of time. There might be, but 
I doubt very much if there would be a saving of time. 

Of course, in the service from the munic ipal airport to the Chicago 
general post office, where you have a concentration of mail, there 
might be a little difference. 

However, the bills that we have before us do not contemplate getting 
into this area at all, because it is recognized that it is very much an 
experimental area and that there is a certain amount of development 
of the helicopter service that is very desirable to the national defense 
and to other things in the United States, and for that reason I believe 
that the bills did not contemplate getting into this particular service. 

However, we are glad to have you here. You have made a con- 
tribution to our studies of this whole problem of carrying mail by air. 
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Whether we will include this service in our bill will depend upon 
other studies that we will want to make in regard to it. We will want 
to hear from the Post Office Department with respect to the matter, 
to see what their ideas are. In any instance I do not think that any 
member of this committee would want to curtail helicopter service 
wherever it is adapted, and no doubt in these metropolitan areas 
such as Chicago and Los Angeles and New York it is very well adapted 
to such areas. 

Senator Hunt, do you have any observations or questions? 

Senator Hunt. I would like to ask Mr. Reidy how many days in a 
year is it possible for them to operate on account of weather conditions 
in Chicago. 

Mr. Rerpy. I will have to answer that indirectly. Since the day 
we started, August 20, 1949, we have flown 96 percent of the schedule. 

Senator Hunt. Ninety-six percent. 

Mr. Reiwy. Now, actually we have flown more than 96 percent 
of our original schedule. At Christmas time and once in a while at 
other times when unusual air mail loads come into the post office, 
they will call on us for extra sections. We then will put on extra 
sections against our original schedules, and hence when I say that we 
fly 96 percent of our schedule, in effect we may have flown more 
flights than the original schedule. That is my point. 

Senator Hunt. How many trucks has your service displaced from 
the streets in Chicago? 

Mr. Reipy. I do not know, sir. We have asked the post office 
about it and have not received an answer. 

Senator Hunt. I could make this observation, that knowing that 
route from downtown Chicago to the Midway airport, the more 
trucks that you can take off the better it would be, especially during 
the rush hours. 

Mr. Reiwy. They no longer run a truck service to the airport during 
our hours of operation, so it must be in the order of four-plus truck 
trips per hour that we have displaced: 

The CuatrMaNn. What are your hours of operation? 

Mr. Reiny. From daylight to dark. 

The CuartrMAN. In other words, from sunup to sundown? 

Mr. Rerpy. Yes, sir. On the shuttle route that Senator Hunt was 
asking about, we go from 7:20 in the morning to 5:30 at night. 

The CuHatrMan. And you make 18 round trips on that route? 

Senator Hunt. What, percentagewise, do you speed up delivery? 

All that I have is the speed-up in hours of delivery that you speed 
up air mail—Percentagewise, what would you say your speed-up in the 
delivery of mail would be, we will say, from Washington to Chicago? 

Mr. Reipy. Your question is, if you write a letter in Washington 
to someone in the Chicago area with helicopter service, and then you 
mail another letter this afternoon without helicopter service—you 
want to know when you would get the letters in both cases? 

Senator Hunt. Would you say that the helicopter service would 
save 10 or 15 or 25 or 40 percent in time? Have you any figures on 
that? 

Mr. Rerpy. Yes, sir. I think we supplement the saving of time 
by about 100 percent. 

Senator Hunt. Is that so? 


Mr. 
withou 
hours t 
deliver 

Witl 
24 hou 

Sena 
or is it 

Mr. 
about 

Sens 

The 
as con 

Mr. 

The 
horsep 

Mr. 

The 

Mr. 

The 
helico] 

Mr. 
weight 

The 
in Chi 

Mr. 

The 
mail a 
at the 

Mr. 
airpor 
That » 
back. 

The 
ipal a 

Mr 
plus. 
7 to 9 

Th 
patte! 

Mr 
airpo} 
at va 
under 
und t 
and a 


Th 


cago | 





pon 
‘fant 
ter, 
any 
Vice 
reas 
ted 


in a 
Ons 


day 
ule. 


ent 
al 
ice, 
tra 

we 
lore 


‘om 
fice 


hat 
ore 


‘ing 


ing 


uck 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 643 


Mr. Rerpy. Yes, sir. In other words, a letter from here to Chicago 
without helicopter, service in Chicago probably would take 5 to 8 
hours to arrive at Chicago by air mail and another 12 to 24 hours for 
delivery within the area of our service. 

With helicopter service it will be delivered in approximately 4 to 
24 hours sooner in Chicago, or 100 percent plus savings at that end. 

Senator Hunt. Do you operate as an individually owned company 
or is it a subsidiary to one of the airlines? 

Mr. Reripy. No, sir; we are an individually owned company with 
about 400 stockholders principally from the Chicago area. 

Senator Hunr. That is all, Mr. Chairman. 

The Cuarrman. What is the relative cost of operating a helicopter 
as compared with the conventional type of fixed-wing airplane? 

Mr. Rerpy. Of approximately the same size? 

The CuarrmMan. Of the same capacity, the same size engine and 
horsepower. 

Mr. Rey. I would say 2-plus times the cost. 

The CuarrmMan. The cost is a little over twice as much? 

Mr. Rerpy. Yes, sir. 

The CHarrMAN. How many pounds can you carry on one of these 
helicopters? 

Mr. Rerpy. About 500. It depends slightly upon the gas load, the 
weight of the pilot, and the temperature of the air. 

The CuarrmMan. What is the distance from the general post office 
in Chicago to the municipal airport post office? 

Mr. Rerpy. Nine miles. 

The CuatrMaNn. How long does it take from the time you receive 
mail at the general post office before you pass it through the window 
at the municipal airport? 

Mr. Rerpy. About 10 to 15 minutes. Weruna round trip from the 
airport to the post office roof downtown, and return, in 25 minutes. 
That is 10 minutes to the roof, 5 minutes on the roof and 10 minutes 
back. 

The CuarrMan. That makes the total time from leaving the munic- 
ipal airport until you get back 25 minutes? 

Mr. Rerpy. Yes, sir, and 5 minutes of that is on the roof, 5 minutes 
plus. The scheduled run is 10 minutes, but we ordinarily do that in 
7 to 9 minutes. 

The CuatrMan. Do you have any trouble with the air traffic 
pattern at the airport, that is, getting in and out? 

Mr. Reipy. Practically none. We have tower control from the 
airport terminal. We are on their radio frequency and we report in 
at various points as we approach the airport. We, in general, fly 
under the pattern of the main-line aircraft and so there is no confusion 
und the Chicago tower operators are very pleased with our operation 
and are very cooperative with us. 

The CuHarrmMan. How long have you been operating in the Chi- 
cago area? 

Mr. Reipy. Two years, since August 20. 

The CHAIRMAN. Have you ever had a crash? 

Mr. Rey. No, sir. We have had eight emergency or precaution- 
ary landings but we have not crashed. 

The CHarrMan. All right, thank you very much. 
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Mr. Reipy. Thank you, Mr. Chairman. In closing, let me say 
that our belief, regarding separating subsidy from mail payments is 
that we sincerely believe we are just a little bit too young and too 
new to be examined in that light right now. The airlines have been 
at-it many, many years and we think in a few years we will be 
ready for it. 

The CHarrman. It is true that it is an innovation and it has not 
been put into use in New York, is that right? 

Mr. Reripy. No, sir. There is an examiner’s recommendation that 
the service be established in New York, but the Civil Aeronautics 
Board has not as yet issued a decision. 

The CuartrMan. We hear that the Los Angeles helicopter service 
is now carrying passengers. Is it your plan to carry passengers? 

Mr. Reipy. Yes, sir. We have applied for a passenger certificate. 
We hope we will hear from them on that certificate in a year or so. 

The CuarrMaAn. You will have to use a larger helicopter when you 
do that, will you not? 

Mr. Rerpy. Yes, sir. Currently, I do not think such a helicopter 
is available. The military people have purchased, as I understand 
it, everything available in the approximately ten-passenger category. 
Presumably in a year or two if the procurement and production 
situation eases there would be two or three excellent approximately 
ten-passenger helicopters available for commercial operators. 

The CHAIRMAN. Do you land on the roof of the general post office 
in Chicago? 

Mr. Rerpy. We currently do; yes, sir. There is a question whether 
that could be done with passengers. 

The CHarrMaAn. Yes, | was wondering how they would get down. 

Now, have you trained any pilots for the Air Force? 

Mr. Retpy. No, sir. 

The CuarrMan. Have they taken any of your pilots? 

Mr. Rerpy. No, sir. 

The CHarrmMan. Do you use pilots who have had experience as 
pilots flying the conventional type of plane? 

Mr. Rerpy. Yes, sir. Most-of our pilots, originally all of our 
pilots, were experienced fixed-wing conventional aircraft pilots who 
had quite a bit of helicopter experience additionally, usually in the 
Army or Navy. 

In the last 6 months we have set up a training program of our own 
whereby we take pilots of conventional aircraft and teach them to 
operate in conformance with our specifications. 

The Cuarrman. All right, thank you, sir. 

The CHarrMan. We will now hear from Mr. Raymond A. Norden, 
president of the Seaboard and Western Airlines. 

Identify yourself, Mr. Norden, and then proceed in your own way. 


STATEMENT OF RAYMOND A. NORDEN, PRESIDENT, SEABOARD 
AND WESTERN AIRLINES, INC. 


Mr. Norpen. My name is Raymond A. Norden. I am the presi- 
dent of Seaboard and Western Airlines, Inc., a noncertificated, non- 
subsidized carrier of international air freight on the North Atlantic 
route. I had the pleasure of appearing before your committee more 
than 2 years ago when you were inquiring into the financial stability 
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and operational efficiency of the airline industry. You gentlemen 
may be interested to know, in passing, that Seaboard, vis-a-vis its 
government, stands today just as it did then—still seeking a certifi- 
cate but still seeking no subsidy. 

I have three main points I would like to cover on the problem 
before your committee. I will treat each one as briefly as possible. 
My remarks will be directed to the problem as it affects the interna- 
tional flag carriers. : 

First, it has been testified to here ad nauseam that it is impossible 
to determine the cost of carrying the mail. Professors of transpor- 
tation and of business administration have supported the airline 
witnesses that such determination is no more possible than it is to 
determine the separate cost of producing tenderloin, rib roast, and 
tongue off one steer in a packing house. There has been learned talk 
about joint product industries, and such statements as: ‘““There does 
not exist any method for determining the cost of carrying mail or 
poeeney® or any other service where all services are performed 
jointly.’ 

' Well, the packer certainly knows what to charge for tenderloin 
as against the stuff that’s ground up for hamburgers. And, by the 
same token, the airlines seem to know what to charge for carrying 
one passenger or 100 pounds of cargo or 5 pounds of air express. 

We suggest that the airlines well know that they can allocate the 
costs. But in the case of the carriage of international air freight, for 
instance, their costs are so exorbitant as to price them out of the 
market, much like the butcher trying to sell $2-a-pound hamburger. 
So, they offer air freight service at much less than it costs them to 
carry it, depending upon making up the difference with air mail pay. 

For instance, Chicago and Southern Airlines received $44 per ton- 
mile for mail pay on its international routes in 1949 and 1950; yet, 
its tariffs for commercial cargo on the same routes show a range of 
from 45 cents down to 21 cents per ton-mile. A sampling of existing 
international cargo tariffs shows the following ton-mile rates: 
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Actually, the General Commodity tariff is not of too much im- 
portance because the lower Specific Commodity tariff has been so 
highly developed as to encompass virtually all cargoes moving by air 
with certain few exceptions. 

Then, too, under special so-called charter tariffs it has become the 
practice to offer entire aircraft such as DC—4’s at a flat price per mile. 
For instance, Pan Am offers these at $1.40 per mile, which is approxi- 
mately 20 cents per ton-mile. One need only glance briefly through 
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the files on mail pay cases to determine that such rates are far below 
cost. 

I submit that such tactics are unfair not only to competing air car- 
riers but also to the American taxpayer, and are in direct opposition 
to our national transportation policy. Secretary Sawyer, in his 
report to the President, dated December 1, 1949, stated: 

The general position which this report advances is that if another type of 
carrier or another carrier of the same type can perform the service at a profit, 
it is entitled to the business and the carriers which are being protected should 
restrict themselves in operations in which they have a clear economic advantage. 
This general principle is set forth in the Transportation Act. of 1940 as basic na- 


tional transportation policy. 

Apropos of that, let me say that the North Atlantic subsidized car- 
riers have used and will continue to use every bit of pressure and 
weight they can muster to put my company and others out of the air 
freight business. This is certainly not because they fear the economic 
power of an airline whose present assets are perhaps not one-three- 
hundredth part of theirs. It is because they fear the yardstick of 
costs which has proved that international air freight is possible 
without subsidy. 

The astringency of bankruptcy does not apply to the carrier which 
can cushion its inefficiency with mail subsidy. True determination of 
mail-carrying costs and consequent setting of an honest compensatory 
rate would remove the cushion from under the inefficiency—and the 
lumps would be hard. I suggest that that is the reason why this com- 
mittee finds it most difficult to get anyone in the subsidized section of 
the industry to admit that mail-carrying costs can be ascertained. 

From a reading of House Resolution 4827, for instance, offered by 
Mr. Heselton, and H. R. 508 by Mr. Kennedy, I would guess that they 
do not think it impossible. Whatever else the bill does, it directs the 
CAB to prescribe standards for keeping accounts so as to show receipts 
and expenditures on the four categories of passengers, cargo, express 
and mail—and it makes it unlawful for an airline to keep accounts in 
any other way. 

This pattern of resistance, this studied production of witnesses to 
try to prove that allocation of mail-carrying costs is impossible, means 
but one thing tome. It means that an honest effort to determine such 
costs would produce an astoundingly low figure, and, since it is not 
the purpose of Congress, or any legislation proposed here, to take away 
subsidy where there is a demonstrated necessity, I suggest that this 
resistance to proper allocation costs stems from the fear that the car- 
riers may not be able to justify their huge subsidy requests. 

Hence, there has been the suggestion here that the Universal Postal 
Union rate of $2.86 per ton-mile be the floor for a compensatory mail 
rate for international carriers. This, of course, would still hide the 
true cost of carrying the mail and set up a rate which would yield 
subsidy under the guise of fair compensation. Which brings me to my 
second point. 

It is perfectly clear from all I have been able to learn about the UPU 
rate that it bears no relation to the economics of air transportation and, 
therefore, could not possibly be suitable as a standard. What this 
committee seeks to do, as I understand it, is to draft legislation which 
would result in the certificated flag carriers being paid a fair rate for 
mail carriage based upon costs of their service to the Government. 
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All that they received above that rate would be plainly marked as 
subsidy, and the taxpaying public would know it as such. Adoption 
of the UPU rate would not do what President Truman and the Appro- 
priations Committees of the House and Senate recommended, and that 
is separation of “airline subsidies from compensation for the cost of 
handling mail.’’ [Italics added.| 

I might also add that the Senate Select Committee on Small Busi- 
ness made a similar recommendation using very similar language. A 
staff study report in the files of this committee states: 

Universal Postal Union rates should not be construed as the actual cost of 
carrying international air mail but as an agreed “service” charge fixed from time 
to time by agreement of the various postal administrators. 

It will be a sad day in the American system of doing business when 
Congress accepts the statements of airline witnesses and their pro- 
fessorial corroborators that they don’t know and can’t find out how 
much it costs them to carry the United States mails, and Congress 
accepts a rate decided upon by international postal administrators as a 
service charge which has nothing to do with costs. 

The adoption of such a device would merely be an easy way out, 
buttressed by such specious arguments that American flag carriers 
should not receive less for carrying the mails than our Government 
pays to a foreign carrier. It would be a device to evade the true 
mission of Congress, which is to find out how much is a fair charge 
for carrying the mails, and how much beyond that do we have to pay 
to keep the mail carriers in business with subsidy. 

It has been stated here that there is no intent that the UPU rate 
should be a subsidy rate because it is what the postal administrators 
pay to foreign airlines. That’s nothing more than a sentence which 
proves nothing. If the UPU rate would yield more air-mail pay to 
certain American flag carriers than they now get, then it is not only 
subsidy, it is subsidy piled on subsidy, because subsidy is already 
included in the present rates. 

About a vear ago, proposals were made by a foreign government that 
ICAO make careful studies of the cost of handling the mail with a view 
toward possible reduction in UPU rates. W ith United States airline 
interests strongly opposed to having them made, the proposals were 
voted down. Similarly, those interests oppose them here and main- 
tain they are impossible of determination. 

Such studies would have been of great value in May 1952 when 
UPU rates will be reappraised. In adopting such a rate, Congress 
would be tying the taxpayers to a false compensatory mail rate and 
to the inflexibility of a system which is examined for possible revision 
only once every 5 years, and then without any assurance thai airline 
costs would play any part in the reconsideration. It must be borne 
in mind that the American taxpayer is paying UPU rates to foreign 
airlines on less than 5 percent of United States mail, and that if 
UPU rates are adopted as proposed, the taxpayer will bear the burden 
of paying them on 100 percent of United States mail—under the guise 

of ‘compensation.’ 

My third point is: the smoke screen of national defense which is 
used to protect subsidy to the passenger-mail carriers, particularly the 
international carriers whose long-range aircraft are of more use, 
theoretically, to the military in time of national emergency. 
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To a large degree the public and the Congress accept the condition 
that subsidy is necessary and is paid to the certificated carriers 
primarily in the interest of developing an air transportation system 
which will be instantly available at peak efficiency to rally the cause 
of the national defense. That this is true is borne out by Secretary 
Sawyer, who stated in his report to the President: ‘Nonetheless, in 
the case of both shipping and air transportation the really impelling 
consideration behind Federal promotional policies has undoubtedly 
been the contribution which it is assumed each type of transport wou! | 
make to the Nation’s defense.”’ The certificated flag carriers are » | 
great pains to emphasize that point, somewhat vaguely, but repeti- 
tiously. So, the public ought to know what it is paying and what it 
gets for the payment. 

It is my view that if those who really know were asked what has 
been the actual value of the passenger flag carriers to the national 
defense in these recent years, the public’s estimate of their importance 
would be considerably watered down. 

When the Russians blockaded Berlin in the summer of 1948 and 
the Frankfurt-Berlin shuttle began, the Air Force called upon com- 
mercial carriers to fly logistic support over the North Atlantic. Air- 
craft engines and critical parts were needed to keep the shuttle going. 
The three North Atlantic subsidized passenger-mail carriers of that 
period failed and failed miserably to give the Air Force the support 
it vitally needed. 

In the ensuing 6 months, three carriers which were unsubsidized 
in their operations on the North Atlantic flew more than 80 percent 
of the cargo trips to support the Berlin airlift. 

The three subsidized North Atlantic carriers—this was before Pan 
American’s absorption of American Overseas reduced them to two- 
flew only 20 percent. 

My airline alone, a nonsubsidized air freight carrier, flew 40 per- 
cent of the cargo trips. It had two airplanes at Westover Air Force 
Base, loaded, and off into the air for Frankfurt before the subsidized 
carriers ever got an airplane up there. My airline made twice as 
many cargo trips as all three subsidized carriers combined. 

Of the presently existent subsidized certificated carriers involved, 
TWA flew less than 3 percent of the trips and Pan American flew 
less than 2 percent. These two carriers even failed to perform ade- 
quately as passenger carriers on that airlift, because they were out- 
flown 124 trips to 94 by the carriers who were not subsidized. 

In the face of a national emergency, that record of performance by 
carriers receiving millions in subsidy so that they would be in shape to 
back up the national defense was nothing short of a disgrace. It 
seems to have taught them something of a lesson. When another 
emergency arose at the start of the United Nations action in Korea 
and the Air Force again called for logistic support over the Pacific 
Ocean, the subsidized passenger-mail carriers responded with more 
aircraft and performed more trips. 

But again, they operated at something less than the efficiency 
which might be expected of airlines whose primary justification for 
millions of subsidy in these dangerous days is the national defense. 

Review of the first 7 months of the Korean Airlift shows that the 
nonsubsidized carriers had lifted 40 percent of the total MATS aux- 
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iliary tonnage between the Pacific Coast and the theater of war. 
The subsidized carriers had lifted 60 percent. ; 

The latter failed, however, to match the performance of non- 
subsidized Seaboard and Western in the important matter of tonnages 
per trip and tonnage per aircraft in use. My company outlifted and 
continues to outlift the subsidized carriers. It has maintained a 
general average of over 1,000 pounds per flight on DC-4 airplanes 
more than its nearest subsidized competitor on the lift. It has 
carried more tons per aircraft in use, which means that it has carried 
more of what was needed to the war zone than did those carriers 
nurtured and fed in the interest of national defense. 

If you take 100 trips of the several hundred which Seaboard has 
made, you find that on those 100 trips we carried hundreds of thou- 
sands of rounds of ammunition, or thousands of bazooka rockets, or 
scores of replacement engines for jet fighter aircraft more than would 
have been carried if those flights had been made by any of the sub- 
sidized carriers engaged on the lift. 

These facts are supported by the records of the Military Air 
Transport Service. I am citing them so that you gentlemen may not 
take too much stock in the arguments of those who seek to use the 
national defense requirements as a reason for either opposing separa- 
tion of compensatory mail pay from subsidy, or for trying to vitiate 
the content of legislation in such a manner as to make it no true 
separation. 

It seems to me that Congress, in dealing with this or other legislation 
relating to air transportation, must give thought as to whether we 
are getting the national defense support we are paying for in sub- 
sidies. The record does not show that we are. On the contrary, it 
demonstrates that we are not. 

To foster a sound air transport system adequate to the needs of the 
national interest in all respects, legislation must be enacted to eliminate 
all hidden subsidy from Government payments to airlines. Then the 
burden of proof of the need for subsidy will be placed upon the carriers, 
and the Congress will be fully enlightened as to the justification and 
in what amount subsidy is required. 

When I appeared before you on May 16, 1949, I recommended 
passage of Senate bill 1431. 

Numerous adjustments were made in the companion measure to 
S. 1431 during its passage through the Committee on Interstate and 
Foreign Commerce of the House, adjustments to accommodate the 
Civil Aeronautics Board and the subsidized airlines. 

The present legislation, Senate bill S. 436, includes these com- 
promises and goes as far in making concessions to the desires of the 
Civil Aeronautics Board and of the subsidized airlines as, in our 
opinion, you may safely go if you are to make really effective 
separation. 

Before closing, I would like to refer briefly to testimony which has 
been given here—that it would be harmful to national interest to 
disclose subsidy and such disclosure would interfere with the negotia- 
tion of bilateral treaties. I have never heard of subsidy as an issue 
interfering with the negotiation of any aviation treaty between 
this Government and another. To say that labeling of subsidy as such 
is poor public relations internationally is a pitiful argument. 
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On that subject, Dr. William L. Grossman of the Brazilian Ministry 
of Aeronautics Ww riting in the June, 1950, issue of Air Transportation, 
noted that ‘ ‘subsidy” was considered by North Americans to be a 
nasty word and while it was avoided in favor of the euphemism “mail 
compensation” it fooled no one. ‘The Government of Brazil,” 
wrote Dr. Grossman, “is more frank. It pays subsidies and calls 
them subsidies.”’ 

Dr. Edward P. Warner, in a lecture published by Norwich Uni- 
versity under the James Jackson Cabot professorship, stated: 

It has always been the practice of European governments to keep subsidies 
separate from mail payments and to treat the mail as so much cargo, the transport 
of which is to be paid for at so much per ton-mile. 

I submit that Dr. Warner’s statement of the practice by European 
governments in that respect is exactly what this committee is trying 
to legislate here. That is all of my prepared statement. 

The Cuarrman. Mr. Norden, how many ships does your compan) 
operate and what are their classifications? 

Mr. Norpen. Sir, we have 10 altogether; 7 are four-engine Douglas 
DC—4’s and 3 are twin-engine C—46’s. 

The Cuarrman. And where do you operate mostly—everywhere? 

Mr. Norpen. No, sir. We started our operation in 1947 on the 
North Atlantic to Europe and to the Middle East. That is our area 
of commercial operation, the area in which we are seeking certification. 

We have operated for more than a year now in the Korean airlift 
across the Pacific. We are averaging somewhere around one round 
trip per day on the Pacific between the west coast and Tokyo. We 
have continued our North Atlantic services during the past year. 

The CuarrMan. You have continued them also? 

Mr. Norpen. Yes, sir. 

The CuarrMan. And then you are serving in the Pacific? 

Mr. Norpen. Yes, sir. 

The CuarrMAN. How many other American nonscheduled airlines 
operate from the United States to foreign points? 

Mr. Norpen. Commercially speaking, I believe that there are not 
more than two or three in addition to Seaboard. There are a number 
of nonscheduled lines that have in the recent military work taken on 
an international operation. 

The CuarrMaN. Is yours the largest of the nonscheduled lines? 

Mr. Norpen. I believe, sir, that ours is the largest nonscheduled 
carrier in the freight field. I believe possibly Trans-Ocean Airlines 
is larger than Seaboard, but they are primarily in the nonschedule 
passenger field. 

The CuHatrMAN. Do you serve any domestic points? 

Mr. Norpen. No, sir. 

The CHatrMAN. That is between two domestic points. 

Mr. Norpen. No, sir, we have never so operated. We have author- 
ity to operate both freight and passengers domestically and between 
the United States and overseas, as distinguished from international 
points, on an irregular basis but we have never attempted to operate 
in that field. We specialize in the development of air freight inter- 
nationally. 

The Cuarrman. Across the Atlantic between what cities do you 
operate mostly? 





Mr. 
Shann 
Genev 
more 0 
the Ne 
as Cai 

The 

Mr. 

The 

Mr. 

The 
averag 

Mr. 
the Pa 
carrier 

The 

Mr. 
comme 

The 

Mr. 

The 

Mr. 
come d 

It is 
is a Vel 
not wis 

The 

Mr. 

The 

Mr. 
Ordina: 
that Wi 
riers, a) 
mile. 
based o 
at 52-p 

We s 
going t 
was vel 
to com 

We 3 
throug! 
able to 
28 cent 

Now. 
that rat 
change 
adopt : 
number 

The | 
other n. 

Mr. 
from tl 


86 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 651 


Mr. Norpen. We serve many of the Western European cities— 
Shannon, London, Brussels, Paris, Frankfurt, Nuremberg, Zurich, 
Geneva, Milan, Rome, Athens—those are the cities which we serve 
more often. There are a number of other cities which extend out into 
the Near East in the oil fields, and the northern coast of Africa, such 
as Cairo, which we serve much less frequently. 

The CuarrmMan. And mostly to New York? 

Mr. Norpen. Yes, sir. 

The CuHarrMan. On this side. 

Mr. Norpon. Yes, sir; from New York almost exclusively,sir. 

The CuatrMAN. What are your rates per ton-mile, what do they 
average? 

Mr. Norpen. Our ton-mile rates are practically identical now with 
the Pan American and TWA charges; in fact, all of the North Atlantic 
carriers. 

The CHarrMan. You have to meet their rates? 

Mr. Norpen. Yes, sir, they are exactly the same, under the specific 
commodity rate structure; by commodities we meet all those rates, sir. 

The CuarrMan. Does the CAB require that? 

Mr. Norpen. No, sir, we have to meet them. 

The CuarrMan. You have had to come down to meet them? 

Mr. Norpen. We have had to come down in certain instances, sir, 
come down to meet the tariffs of the scheduled lines. 

It is impossible to make a categorical statement on that. A tariff 
is a very involved thing, especially a specific-commodity tariff. I do 
not wish to give the committee a false picture 

The CuatrMan. No, I realize that situation. 

Mr. Norpen. Yes, sir. 

The Cuarrman. And I know that it is a hard answer to make. 

Mr. Norpen. It is a hard answer to make, to be specific about it. 
Ordinarily when we commenced operations in 1947 the only service 
that was offered was air express service of the international flag car- 
riers, and I believe the rates than were about 75 or 80 cents per ton- 
mile. At the outset we offered service at 40 cents a ton-mile, and we 
based our rate structure at 40 cents a ton-mile, which would give us, 
at 52-percent load factor, a break-even operation. 

We specified that, we had to, because in 1947 shipments were all 
going to Europe, all of our trade was mostly a one-way street, there 
was very little coming back and we based our rate structure in order 
to compensate for that. 

We immediately went to work on the west-bound problem and 
through the succeeding months and years of development have been 
able to’ bring the rates down, I would say, on an average to 27 or 
28 cents per ton-mile. 

Now, as to the specific commodity rates, in the establishment of 
that rate and the development of that line of business, we immediately 
change our rate structure at any time that the international carriers 
adopt a new specific rate for that class of business. We have a 
number of such instances, sir. 

The CHarrmMan. Do you have much competition from airlines of 
other nations? 

Mr. Norven. There is a good deal of competition, particularly 
from the Royal Dutch Airline, the KLM, which for a number of 
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years in my opinion has been more actively interested in the develop- 
ment of air freight internationally than perhaps any other certificated 
flag carrier. We do have considerable competition from KLM. 

Actually the competition is very keen from all the certificated 
services. They offer so many more schedules, and they have this 
habit of chartering out their airplanes, in which case if it is a freic}) 
charter, they will put the freight upstairs and strap it down on the 
passengers’ seats and so on. 

The CHarrmMan. You mentioned a moment ago that in 1947 when 
you started, the freight was moving only one way. Is that true now? 

Mr. Norpen. No, sir. As a matter of fact, for more than a year, 
the west-bound movements of freight from Europe have picked up (o 
a point where they are in the neighborhood of equaling and in certain 
months exceeding the east-bound movement. 

I think a great deal of that can be attributed to the effects of the 
ECA program; and there are more of Europe’s goods now than have 
been available for export. 

The CuarrmMan. That is, there is more production over there? 

Mr. Norpen. That is right, sir. 

The CHarrmMan. Senator Hunt? 

Senator Hunt. What type of goods are increasing the east-west 
movement? 

Mr. Norpen. Well, we have noticed particularly, sir, the develop- 
ment of precision instruments, cameras, clocks, and other such related 
items from Western Germany. 

We have also noticed the development of some of the handicrafts, 
such as tooled leather and handbags and such items, as well as woolen 
goods developed from northern Italy. That development dates back 
to probably more than 2 years ago. The northern sections of Ital) 
became substantial contributors to American woolen purchasers. 

Senator Hunt. No other questions. 

The CuarrMan. In the military service that you render, can you 
make a comparison of the costs to the military of your service with 
that which is furnished by the certificated airlines. Do you know 
what they are paid? 

Mr. Norpen. No, sir, I do not know what is paid. I have a general 
idea what is paid, but I do not know it specifically. It is available. 

The Cuarrman. Do you think they are being paid more than you? 

Mr. Norpen. I have reason to believe that they are in total paid 
more. For instance, the cost of putting those airplanes into use on 
the Pacific is a rather substantial amount. Airplanes had to be 
overhauled, some additional fuel tanks had to be put in, and so on. 
The airplanes were not simply available in the certificated schedule 
airlines. They had to undergo a work program prior to the time of 
their being useful in long-range ocean transportation. Some were 
available, but not all of them. 

Now, those costs are reimbursable by the military. We believe 
you will not be able to separate that out—that is, that may or may not 
show up as an item of cost of transportation. Unless all of those items 
of costs are ascertained and direct compensation made, it would be 
difficult to state. 

I think I am on solid ground when I say that Seaboard is either 
the lowest or very close to being the lowest unit cost carrier, and by 
that I mean that Seaboard, as far as competition, carries more tons, 
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it carries more tons of equipment, or it carries more passengers in the 
form of soldiers than any other carrier, and on a unit cost basis, Sea- 
board is either the lowest or very close to being the lowest. 

I believe figures are available to determine that, but to my knowl- 
edge no such determination has been made and I do not have access to 
the figures myself. 

The CuarrMan. On the ratio that you mentioned, 40 to 60, of tens 
carried in the Korean airlift, you being the 40 and the certificated 
airlines being the 60, did you base that ratio exclusively on cargo? 

That is, the passenger lift was not included? 

Mr. Norven. The 40 percent is the contribution of all the non- 
scheduled carriers, not merely Seaboard. 

The CuarrmMan. Yes; I understood that. 

Mr. Norpen. The 40 percent 

The CuarrMan. What I am asking is, is that all cargo? 

Mr. Norpen. No, sir, total traffic. The Pacific operation includes 
the carriage of not only equipment and supplies and mail, but also 
in the earlier days troops going out, specialized units and so on— 
technicians and the returning of evacuees and the returning of wounded 
soldiers in hospital evacuation aircraft. 

From a military standpoint, it is most desirable that each carrier 
be completely flexible to pick up any kind of a load whenever his 
aircraft is scheduled in order to carry a maximum of everything that 
has to be carried. 

The Cuarrman. With reference to the military transportation of 
mail from San Francisco to Japan, do they give you any of that mail 
to haul? 

Mr. Norpen. Yes, sir. We frequently—in fact, very often, have 
entire aircraft loaded with mail. 

The Cuairnman. And that is a contract strictly with the military? 

Mr. Norpen. That is right, sir. To us it makes no difference 
what we carry, whether it be soldiers on the way out or wounded 
soldiers returning, or cargo or mail, it makes no difference. 

The Cuarrman. All right, Mr. Norden, we thank you very much. 

If there is no objection, I want to make a part of the record a letter 
addressed to me and signed by James F. Horst, director, air transport 
division and international vice president, Transport Workers Union 
of America, CIO, dated July 26, 1951. 

(The letter referred to above is as follows:) 

Arr TRANSPORTATION Division, 
Transport WorKERS UNION OF AMERICA, 
Jackson Heights, N. Y., July { 
Senator Epwin C. JouNnson, 
Chairman, Interstate and Foreign Commerce Committee, 
The Capitol, Washington 25, D. C. 

Dear Senator Jonnson: I regret that labor neogitations make it impossible f 
me personally to appear at your hearings before they close. 

The Transport Workers Union of America, CIO, Air Transport Divisior 
represents 11,000 airline workers all over the country. We represent the largest 
group of employees in Pan American World Airways; we also are the largest ur 
in American Airlines, as well as representing employees in United Air 
Trans World Airlines and nonscheduled airlines. 

Our organization supports the statement by Mr. L. P. Marvin, Jr., in favo 
prompt enactment of 5. 436 to separate the concealed airline subsidies fror 
compensation. We support 8. 436 as it is, and we oppose the seriously weaker 
amendments which have been proposed by the Civil Aeronautics Board and 
subsidized airline managements. 
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Everything which Elliot Bredhoff of the national CIO told you in his excellent 
statement on the bad effect of the present subsidy practice on labor relations js 
100 percent correct. Hiding subsidies for managements in with the mail pay 
makes for poor management-labor relations. It encourages management to be 
arrogant in resisting the just requests of labor for betterment of working condi- 
tions and wages. Instead of settling things sensibly at the bargaining table, 
these subsidized managements will provoke labor into a strike so that manage- 
ments can justify their subsequent claims for more subsidy from the Civil Aero- 
nauties Board. The present system of hidden subsidies to airline managements 
tends to foment strikes. 

The airlines continue to get subsidies for years after they have negotiated a 
settlement with us, so that when we are bargaining with them at the time we have 
no idea of the additional fat profits they are going to get from the taxpayers at 
a later date. 

It puts the Government in the position of using the taxpayers’ money agains! 
the working pelple in the airline industry. 

It is an unhealthy situation and it ought to be changed. 

S. 436 is the way to do it. Many concessions have already been made in that 
bill to accommodate the Civil Aeronautics Board and the airline managements. 
We are opposed to making any more concessions on the legislation. If you weaken 
the cost ceiling for mail compensation and if you weaken the cost allocation sys- 
tem, these airlines will get pretty much what they are getting now under a new 
whitewash label of “compensatory mail pay.” 

There is no reason why they cannot allocate their costs and why their costs 
should not be publicly known. After all it is the public who is called on to foot 
the difference between their costs and their revenue. Therefore specifically we 
oppose any deletion of the present section 3 of S. 436 on cost allocation, and if 
anything, we would prefer that section to be further tightened up, as per the 
Lehman-Kennedy amendments. 

Nor is there any excuse for exempting the international airlines, nor for pegging 
their mail compensation at artifically high levels such as the UPU rate. To give 
in to either of these special interest measures would mean simply perpetuating 
the present unhealthy system of hidden subsidies. We therefore oppose 8. 1870, 
S. 1757, and 8S. 535. 

It is not only at the bargaining table that we find the cards stacked with hidden 
air-mail subsidies in favor of management. The present system also gives airline 
managements an enormous political advantage over us. For instance, the CAB 
allows as expenses for the airlines enormous legal fees, which are in turn charged 
to the air-mail pay and then in turn to the taxpayers. We find that one airline 
management which has given us a great deal of trouble in the past maintains a 
Washington law firm to the tune of one quarter of a million dollars a year. We 
find that the Civil Aeronautics Board permits memberships in associations to be 
allowable expenditures, therefore the entire Air Transport Association, head- 
quarters of the lobby of the subsidized managements, can be charged, in effect, 
to the air mail along with its entire budget of three-quarters of a million dollars 
and its employment of over 100 persons. 

While the subsidized airline managements have 100 people lobbying for this 
special interest group in Washington, we can only afford to maintain a very small 
proportion of this figure to represent airline labor in Washington. So we find that 
these airline managements can pressure the CAB, the CAA, the Commerce 
Department, the Air Coordinating Committee, the Capitol and other agencies 
where decisions are made affecting the interests of airline labor. 

Naturally the subsidized airline managements would not be able to hire former 
Congressmen, former admirals, former generals, former heads of Federal depart- 
ments, etc., at salaries enormously greater than they got when they were working 
for the public, unless they could indirectly charge them off to the public through 
the air-mail pay. 

We protest this business of lobbying at the public expense, and that is still 
another reason why, in the interests of labor, we want any subsidies for the airlines 
to be out in the open where we can all have a good look at them. 

Whenever you get somebody spending somebody else’s money, there are going 
to be abuses. 

We believe there has been altogether too much fraternizing between the Civil 
Aeronautics Board and the airline managements. 

There is today not a single person in any of the many policy-making civil aviation 
positions in the Federal Government whose inclinations or associations are with 
labor. 
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On the other hand, we find instance after instance of men who have been 
employed as executives of the airline managements or as their Washington 
lobbyists or in their trade associations who have been given top policy positions 
in the Federal Government dealing with civil aviation. 

We do not like this combination of a loose and irresponsible system of air-mail 
pay being administered by men with strong associations with airline managements. 

There have been too many eases of lay-offs by subsidized airlines of workers at a 
time at which we should be building up the size of our commercial air fleet for 
defense. 

There has been inadequate attention to safety and to the maintenance of an 
adequate number of trained personnel to bring greater safety to airline operations. 

We therefore favor making the CAB directly responsible for justifying the 
subsidies and for accounting for their expenditure. 

S. 436 is the bill to make an effective separation, and we recommend that 
you report it favorably without weakening amendments. 

It has just come to my attention that Mr. Juan Trippe, president, Pan Amer- 
ican World Airways, appearing before your committee this date made the state- 
ment that, ‘‘The principal American flag, international air lines, as well as organ- 
ized labor in our industry, also I understand favors separation. Neither group 
sees any valid reason, however, why international air mail rates as determined 
from time to time by the UPU should not be used for United States international 
carriers.”” The first sentence in the above quote by Mr. Trippe is correct; how- 
ever, the position of National CIO and the position of the Transport Workers 
Union of Ameriea, CIO is very clear, in that we strongly support the type of 
separation as set forth in bill S. 436, but Mr. Trippe’s statement that organzied 
labor sees no valid reason why air mail rates determined by the UPU should not 
be used for United States International Carriers is incorrect. This is something 
new for Mr. Trippe to speak on behalf of the working people in the airline indus- 
try. It should be clearly understood that the National CIO and the Transport 
Workers Union of America, CIO are against allowing International Carriers a 
hidden subsidy based on UPU rates. 

Sincerely yours, 
James F. Horst, 
Director, Air Transport Division, International ‘ ice President, Transport 
Workers Union of America, CIO. 


The CuHarrMan. We will now hear from Langdon P. Marvin, Jr., 
research professor in air transportation economics, Georgetown Uni- 
versity, on behalf of American Veterans Committee and Citizens 
Committee for Subsidy Separation. 


STATEMENT OF LANGDON P. MARVIN, JR., CITIZENS COMMITTEE 
FOR SUBSIDY SEPARATION, AND AMERICAN VETERANS 
COMMITTEE—Resumed 


Mr. Marvin. Mr. Chairman and gentlemen of the committee, my 
name is Langdon P. Marvin, Jr., representing the Citizens Committee 
for Subsidy Separation and the American Veterans Committee. I 
have only about a 3- or 4-minute unprepared oral presentation to make, 
Mr. Chairman, and wanted to ask your permission to insert certain 
material in the record. 

First of all, I would like your permission, Mr. Chairman, to insert 
in the record a very interesting tabulation gotten up by the Comptroller 
General on the mail pay given to the different air carriers since the end 
of the war, since VJ-day. It starts with fiscal 1946 and goes through 
fiscal 1950. They have not completed fiscal 1951 yet, because fiscal 
1951 ended less than a month ago. 

The total for those five fiscal years was $412,000,000 that had been 
paid out in air-mail pay. 
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The estimate in President Truman’s 1951 budget:message was $125.,- 
000,000, so if you add the two together, Mr. Chairman, it comes to 
$537, 000, 000 that has been paid in “‘air-mail pay” since ‘VJ-day. 


Air-mail payments to airlines since World War II 


July 1, 1945, through July 1, 1950 (GAO report) ____........-__- $412, 700, 000 

July 1, 1950, through July 1, 1951 (rough estimate in 1951 budget 
I ng Ae ie nese deen ots ok winnie ce 125, 000, 000 
eR) 1S OSLWT TEL POE ce on 537, 000, 000 


I think it is very conservative, therefore, to say that in excess of 
one-half billion dollars has been paid as ‘‘air-mail pay” since the end 
of the war, and that is a lot of money. 

Now, no one is able to give any accounting as to the objects of 
that money. As you know, the only estimate—well, the closest 
range that the CAB can give is between 30 percent and 50 percent of 
that money—that would be on a very conservative basis, between 
$150,000,000 and $250,000,000, or a quarter of a billion dollars, in 
subsidy has been paid out to the airlines since VJ-day without the 
knowledge or the consent of the taxpayers. 


The CHarrMan. The tabulation will be made a part of the record, 


unless there is objection. 
(The tabulation referred to is as follows:) 
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‘Mr. Marvin. One of the basic problems which your committee 
has in its consideration of the seven bills or any other bills that may 
subsequently come along will, of course, be in the setting of what is a 
compensatory mail rate. 

The standard for that which we have supported all along is the 
cost-of-service-rendered standard. 

Subsequent to my appearance here, Mr. Chairman, a report was 
made by the Select Committee on Small Business of the Senate which 
concluded: 

Further, your committee favors immediate enactment of legislation to separate 
airline subsidies from compensation for the cost of carrying air mail (S. Rept. 
No. 540, 82d Cong., Ist sess.; by Mr. Sparkman.). 

That subcommittee, I believe, included Senators Hunt and Tobey 
who are also on this committee; and that language would appear to 
support cost as the standard for mail pay. 

Similarly, on the same day, July 10, 1951, there was a report from 
the other side of the Congress, from the House, from C ongressman 
Rooney, reporting for the Appropriations Committee, and I will 
quote the following language: 

It is recommended that legislation be enacted to separate airline subsidies from 
compensation for the cost of carrying air mail. The subsidy portion, if any, 
should be paid through a separate appropriation rather than as presently handled 
through the appropriation for the Post Office Department (H. Rept. No. 685, 
82d Cong., Ist sess.). 

Again, from that report, Mr. Chairman, it would seem that cost 
should be the standard. 

I believe that is one of the most important things to stick to, in 
whatever piece of legislation you bring out: That the ceiling should 
be the cost of service rendered plus a fair return on the investment 
devoted to the mail service. 

The CHarrmMan. Do you think that is the only consideration in the 
international field? 

Mr. Marvin. I was coming to that, Mr. Chairman. I had a long 
talk the other day with Mr. Trippe and I studied his statement and | 
received a visit from Mr. Aiken and went over material with him 
very carefully concerning the Universal Postal Union and the recom- 
mendation which they made that mail pay in the international field 
be legislated at the Universal Postal Union rates. 

I, first of all, went over to the Post Office Department the next 
day and spent the morning there, to ask how they did it for ocean 
vessels, because the statement was made or the implication was made 
in Mr. Trippe’s statement that the UPU was used for the ocean vessels 
and hence that would be an additional reason for applying it to the 
airlines which are in competition. 

The post office people—and I would like to say that whenever we 
have had a question, we have certainly found them to be one of the 
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most competent bunches of civil servants anywhere in the Govern- 
ment. If you want information, they give it to you, bing, bing, like 
that [snapping fingers]. 

Their statute does not in any way tie payment for carrying United 
States mail in United States vessels to the Universal Postal Union. 
There is no tie-in at all. 

Now, the other bill introduced since my first appearance here. 
S. 1870, would make a legal tie-in between the Universal Postal Union 
rate and what the United States pays its own carriers for carrying its 
own mail. 

In point of actual fact, in practice, the Post Office for the first three 
zones—first, up to 300 nautical miles, second, from 300 to 1,500 
nautical miles, and the third, Europe and North America—they pay 
our shipping lines at the UPU rates and over that 1,500-mile distance 
in zones 4 and 5, they pay considerably under the UPU rates. 

The CuarrMAN. Are you talking about maritime now? 

Mr. Marvin. Yes, sir; on the ocean vessels. In other words, they 
pay considerably under, and I was very interested in that. 

The Cuarrman. Do they pay other nations the identical rate that 
they pay American ship owners? 

Mr. Marvin. That is true. They pay foreign-flag vessels the 
same as they pay our own vessels with, I believe, some minor exceptions 
in the Caribbean; but they have brought the foreigners down, rather 
than raising our people up. That seems to be one of the main differ- 
ences—they have brought them down to a reasonable rate. 

Another thing is that if you put a tie-in here, like this sentence in 
S. 1870—that each carrier shall be paid at the same rates paid by the 
United States to foreign air carriers pursuant to any treaty, conven- 
tion, or agreement, and so forth—you are legislatively tying the hands 
of the United States Government to what the international organiza- 
tion, the UPU, decides is the rate; and there, of course, we can be 
outvoted and it takes the decision out of the hands of the United 
States Government and it means that our executive agencies and the 
Congress do not have much to say and can be outvoted in deciding 
what to pay our own carriers, and it could be too high and it could be 
too low. 

The CHAIRMAN. Suppose instead of tying it to the rate it was tied 
to the amount that was paid by our post office to foreign airlines? 
Suppose that our post office were required to pay our carriers the same 
amount; would that be advantageous? That is, instead of tying it 
to the UPU rates which takes it out of the hands of our Government 
and places it back into our hands. 
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Mr. Marvin. You mean, provide that we would not pay to for- 
eigners any more than our own carriers; is that right? 

The CuarrmMan. That is right; what we pay them. 

Mr. Marvin. Yes. 

The CHarrmMan. My understanding is that one of the dangers is 
that the Post Office Department might set a low rate for our lines 
and give our airlines all of the mail going from the United States to 
Europe. In so doing our post office would provoke a rate war, where 
the foreign government would retaliate by not giving our airlines 
= of their mail and they would have to come back empty. 

he point is that if you tied together the mail payment to American 
air carriers and that paid by our post office to foreign carriers, there 
would be occasion for our post office to discriminate and to give the 
mail to our lines over foreign lines and there would not be a rate war 
or misunderstanding with the foreign countries. Do you see any 
virtue in that? 

Mr. Marvin. I fear a danger, Mr. Chairman, in writing it into 
law. I think if, as a matter of practice, they bring that interchange 
rate down, then the post office could do as it is doing now on the 
maritime and pay them both equally, down to some reasonable rate. 

But, what we have got now for air, we pay foreigners—that is 
something that is pegged artificially—at the enormous rate of $2.86 
per ton-mile. 

I want tosay this about this UPU rate and show how unreasonable 
it is: That you can fly from here to the other side at a fare of $325 
and if you have a look at this thing [exhibiting document], you can 
get champagne or you can get an orchid thrown in, and perfume, for 
that $325. Now, say that you can turn yourself by a magic wand 
into a mail sack—same weight—and you leave your comfortable seat 
and you go into the cold cargo compartment and the bill to the 
post office under this UPU scheme is not $325, it is $1,300, it is four 
times as much, and that is milking the post office, that is not a com- 
pensatory rate, by any stretch of the imagination. It is just too 
darn high. 

Now, fortunately, we are paying that very high rate only on a very 
small part of our foreign air mail or letters going abroad. 

We dug up from the Senate hearings on the Treasury and Post 
Office Department appropriations for fiscal 1952 pages 616 to 618, 
the statistics on that and with your permission I will put them into 
the record. 

The CuarrmMan. We will be glad to have them in the record, unless 
there is objection. 

(The statistics referred to above are as follows:) 
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Mail dispatched from the United States on foreign- 


SEPARATION OF AIR-MAIL PAY 


FROM SUBSIDY 


carriers »fiseal. year 1950 





Carrier and route 


Air France: Trans-Atlantic 

British Overseas Airways (BOAC): Trans-Atlantic. - 
Royal Dutch Airlines (KLM): Trans-Atlantic 
Belgian Air Lines (SABENA): Trans-Atlantic 
Scandinavian Airlines (SCANAIR): Trans-Atlantic. 
Swissair: Trans-Atlantic 


British Commonwealth Pacific (BCP A): : Trans-Pacific ____- 


Air France: Latin-America 

British South American (BSAA): Latin-America 
Caribbean International (CIA): Latin-America 

Cia. Cubana de Aviacion (CUBANA): Latin-America__ 
Lines Aeropostal Venezolana (LAV): Latin-America 


WE csacseos 


Amount paid 
foreign c: arriers, 
carriage United 

States mail ! 


$452, 558 
571, 397 
199, 665 


110, 528 | 


611, 048 
67, 009 
113, 308 


1, 145 | 


2, 828 


1,778 | 





! Partially estimated. 


? Rates paid foreign-flag carriers are the same as those the United States collects from foreign countries for 


similar service by United States carriers. 


Ton-miles, 
United 
States 
mail ! 


171, 205 
212, 461 
76, 255 
41, 898 
29, 977 
39, 386 


Average 
cost per 
ton-mile ? 


Foreign countries’ mail hauled by United States flag carriers, fiscal year 1950 


Carrier and route 


American: United States to Mexico 
American Overseas: United States to Europe 
Breniff: United States to Latin America 
Chicago & Southern: United States to Latin America 
Colonial: United States to Bermuda 
Eastern: United Stetes to San Juan 
National: United States to Cuba_.- 
Northwest: United States to Alaska, Orient, Hawaii_ 
Panagra: Canal Zone to Latin America 
Pan American 
United States to Alaska 
United States to Africa, Europe, Near East 
United States to Latin America 
United States to Orient____. 
Trans-World: Unite 1 St:tes to Europe, Near East 
United: United States to Hawaii-_ io cammena 


Total 


' The average revenue per ton-mile varies according to the relative volume carried of letter mails at 
$2.86 per ton-mile (service within Europe $1.43 per ton-mile) and other articles and parcels at 7134 cents 


per ton-mile. 


Amount 
foreign air- 


mail revenue 


$73, 836 | 
1, 202) 260 | 


30, 904 


12, 149 | 


5, 146 


409, 169 | 
706, 753 | 


"2 167, 475 


1, 959, 897 | 


1, 215, 779 


3, 090, 478 | 


Foreign 
air mail 


(ton-miles) 


41, 260 
564, 203 | 


w | 


10, 778 
6, 103 | 


2, 264 | 


243, 923 | 
245, 705 | 


972, 575 
714, 305 
571, 989 


1, 454. 273 | 


| 
i: 
| 
| 


Average 


revenue per 
ton-mile 


$1.7 





10, 873, 846 | 4, 827, 468 | 





United St 


American: | 
Mexico. 
American O 
States to ] 
Braniff: TU 
Latin Am 
Chicago & § 
States to ] 
Colonial: | 
Bermuda. 

Eastern: 
Puerto Ri 
National: 
Cuba. 
Northwest: 
Alaska, O 
Panagra: 
Latin Am 
Pan Ame 
States to . 
Pan Ame 
States to 
Near East 
Pan Ame 
States to | 
Pan Ame 
States to | 
Trans-W orl 
to Europe 
United: U 
Hawaii. 


Total 
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Comparis 
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United § 
Foreign-f 
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Source: S 
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United States mail. conveyed by United States international flag carriers, fiscal year 
1950 


; Amount | United | Average 
Carrier and route paid Rate fixed by CAB | States cost per 
carrier ton-miles | ton-mile 


American: United States to $89, 792 | 75 cents ton-mile for daily average of 22,027 | $0.7358 
Mexico. 2,500 ton-mile, sliding scale. 

American Overseas: United , 164, 964 | 1.657 cents by lower of 20,675,000 or , 588, 091 | 2. 6226 
States to Europe. seat-miles each month. | 

Braniff: United States to , 734, 503 | 95 cents per plane-mile. Daily base of | 27,558 | 62.9401 
Latin America. 4,996 miles. | 

Chicago & Southern: United , 512, 892 | $1.25 per plane-mile. Daily base of | 26,606 | 56. 8628 
States to Latin America. 3,367 miles. } 

Colonial: United States to 233, 983 | 31 cents per plane-mile. Daily base | 7,3 31. 6708 
Bermuda. 2,141 miles. 

Eastern: United States to 52,545 | 75 cents ton-mile daily average, 2,500 | 74, 8 7017 
Puerto Rico. | ton-miles sliding scale. | 

Nesenal: United States to 57, | 18 cents plane-mile on sliding scale 3, 492 | 4, 2574 
Cuba. 

Northwest: United States to 5, 577,827 | $l per plane-mile. Daily base of 16,000 | 2,009, 03 2. 7764 
Alaska, Orient, Hawaii. | miles. 

Panagra: Canal Zone to 3, 136, 489 | 50 cents by lower of 434,000 or plane- | 342, 167 9. 1665 
Latin America. miles each month. 

Pan American: United , 327,603 | 59 cents plane-mile. 6,573 miles daily 31, 386 3.0775 
States to Alaska. | base. | 

Pan American: United , 677,612 | 2.363 cents by lower of 34,240,000 or 3, 037, 77: 3. 1858 
States to Europe, Africa, seat-miles each month. | | 
Near East. | 

Pan American: United , 222,793 | 33 cents by lower of 1,825,000 or plane- | 2, 798, 215 2. 5812 
States to Latin America. miles each month. | | 

Pan American: United , 714, 116 | 2.58 cents by lower of 38,000,000 or seat- | 5, 749, 2. 0376 
States to Orient. | miles each month. 

Trans-W orld: United States , 167,526 | 85 cents plane-mile. Daily base of | 3,016,535 | 3. 0391 
to Europe, Near East. 30,000 miles. 

United: United States to | 499, 491 | 75 cents ton-mile daily average of 2,500 | 3,3 7AaN 
Hawaii. ton-miles sliding scale. 








EES See cdeinn es ..---| 56, 169, 576 anti | 19, 907, 551 | 2. 8215 


Mr. Marvin. It works out to about 4 percent that we moved of our 
foreign air mail or 19,900,000 ton-miles under the American flag and 
only 850,000 under foreign flags or only about 4 percent is going at 
that UPU rate. 


Comparison of volume of United States foreign air mail carried by foreign-flag car- 
riers to total volume of United States foreign air mail, fiscal year 1950 


United States international carriers _ _- eer _ton-miles__ 19, 997, 551 


Foreign-flag carriers _ _ - ite pos Ss Os Se 847, 042 


cid pl: 20, 754, 593 
United Sta ates foreign mail (air) transported by foreign-flag carriers 
(percent) _ - sek ean are ware d 4 


Source: Senate hearings on Treasury and Post Office Departments appropriations for fiscal year 1952, 
p. 618. 


It would be, in my opinion, in fact, our opinion, I should say, be- 
cause we have acted in concert in our little committee, it would be the 
tail wagging the dog in that case, if you took the rate that applies to 
this 4 percent and applied it to the other 96 percent. 

The Cuarrman. Are you considering the mail movement from the 
foreign country to our country in your calculations, or are you just 
figuring it from our ports to the foreign ports? 

“Mr. Marvin. This was the source material, Senator, from the 
Senate Appropriations C ommittee. 

The CHAIRMAN. You said it was the tail wagging the dog. Are you 
basing that on the mail that moves both ways, or just one way? 
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Mr. Marvin. Yes, sir; all places. In other words, all United States 
mail moving to foreign countries. 

The CuarrMan. And moving from foreign points to our country? 

Mr. Marvin. That is correct. 

Now, as to who this UPU scheme |indicating document] would 
benefit, we do not know. Here is a tabulation made by the staff 
of your committee in May 1950. _ I believe it is dated Mar ch 27, 1950, 
and that tabulation indicated that under this UPU thing that the 
Atlantic, Latin American, and Pacific divisions of Pan American 
Airways, all together Pan Am, would get an additional $3,000,000. 

I believe Mr. Trippe disputes those figures. I do not know which 
is correct. I will just hand in this memorandum. The source of it 
is simply a memorandum by your own staff in March 1950. 

(The three tabulations are inserted on p. 761.) 

The CuHarrman. We have subsequently had a very careful study 
made of the mail payments that each American-flag air carrier would 
have received under the maximum rates established by the Universal! 
Postal Union. This is part of a larger study which the committee 
intends to consider when it meets in executive session. 

Mr. Marvin. In any event, it is pegging the international com- 
pensation at an artificially high level and thus it is getting away 
from the cost standard which these reports that I mentioned of the 
Senate Small Business Committee and the Appropriations Committee 
and also President Truman’s recommendation said that it should be 
the cost of carrying the mail plus a fair return. 

Now, we have not anything against subsidies and as far as compet- 
ing against foreigners is concerned, I think there are reasons why 
this Congress and future Congresses should be generous with sub- 
sidies. 

But I think there is no reason for continuing to burden the Post 
Office Department with that on the argument that a high mail rate 
is necessary to meet foreign competition. 

If a high subsidy is ne eded to meet foreign competition, why, that 
is fair enough, and I honestly believe that the American people are 
very air-minded people and they are not going to be pinchpenny 
about it and if the airlines come in openly and honestly and say that 
they need that money and that so much money is needed for defense, 
then I think the people, Mr. Chairman, are going to be generous about 
subsidy. What I do not think anybody likes is this business of saying 
there is no subsidy. That is actually deception, and the people do 
not like deception. 

The CHatrMAN. What significance do you attach to the UPU 
rates; is that just an idle gesture? 

Mr. Marvin. W ell, it seems to be—it is a pretty concrete thing. 
I mean, the Universal Postal Union is one of the oldest of all inter- 
national bodies and it has performed a wonderful service; it has kept 
communications going between countries during wars and famines 
and it is a wonderful thing. 

The Cuarrman. It adds to world comity, among other things? 

Mr. Marvin. Yes, it would, and I think it is a very wonderful 
thing. I think it has set an example to other United Nations agencies. 

But I think in the matter of postal rates it is unnecessary for the 
United States Government to tie its hands to what is decided by the 
UPU, because really this UPU does not have anything to do with 
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the price of eggs, so to speak, which this committee is concerned with, 
or the price of mail transportation which this committee is concerned 
with. It is merely an interchange agreement, that if we do not have 
any of our planes to go somewhere and we agree to move it on the 
British, that is what we agree to pay, and if they have mail and agree 
to move on us, that is what they agree to pay us. 

So, it is something apart from chains the United States agrees 
to pay its own airlines for flying its own mail, and in point of ac ctual 
practicality it is just too darned high at the present time. 

You would not get any separation under this thing and you would 
have a very high rate which would include an enormous amount ot 
subsidy frozen by legislation into the post office and here is the post 
office running $40,000,000 to $50,000,000 in the red now on the 
international air mail, so it would not be much better off under this 
UPU scheme. In other words, most of the savings to the postal 
service would be lost and I think it would be a most unfortunate 
thing to do. 

The CHAIRMAN. Suppose that you let the Postmaster General 
determine the rates that he pays for the carriage of mail, with the 
UPU rate as the maximum? 

Mr. Marvin. You mean, so he could pay under? 

The CuarrMan. Yes. He could determine what to pay and per- 
haps would determine that he could not pay a domestic airline more 
or less than he paid a foreign airline. Suppose you tied that up with 
these standards; first, that the UPU rate is the maximum, and, second, 
that the payments must be uniform as between domestic carriers and 
foreign carriers. 

Mr. Marvin. By ‘“‘domestic’”’ you mean United States flag? 

The CHAIRMAN. Y es, and turn him loose with those two standards 
and let him exercise his Yankee trading qualities and do justice to 
the Post Office Department and not involve us in any rate wars with 
other nations and not distrub the comity of nations. 

Mr. Marvin. Well, Mr. Chairman, I feel that it is dangerous to 
make that a rule of law because we may be stuck to paying foreign- 
flag carriers at some artificially high rate. 

The CuarrMan. Well, if he sticks you, it is because the Postmaster 
General sticks you. 

Mr. Marvin. Unless he is outvoted. 

The CHatrMan. Who is going to outvote him? 

Mr. Marvin. Well, that organization—how many are there—there 
are 60 or 70 member nations. 

The CuarrmMan. No. I have suggested that you suppose the law 
sets up these two standards and turns the Postmaster General loose. 
You have spoken very highly of the Post Office Department and | 
share your evaluation of the Post Office Department, but the UPU 
rate would only be placed as the maximum, he could not go above that 
but he could go under it. 

Mr. Marvin. Of course, this bill does not say that, Senator, it says 
“the same’’. 

The Cuarrman. I know that. I am not talking about that bill. 

Mr. Marvin. You mean revise it. 

The Crarrman. I am talking about some way of resolving this 
matter in a fairly equitable manner which would not do injury to the 
United States. 
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Mr. Marvin. Well, I feel you could get that by leaving it up to the 
discretion of the Postmaster General’s Yankee bargaining qualities as 
you mentioned it, without tying him by law. 

The Cuarrman. Well, we have to set some standards and the law 
has to authorize him to do it in the first place. Now, what we have 
been doing in the past is letting the CAB work all of that out. The 
CAB has been det termining what the rate shall be. 

Mr. Marvin. Do you mean that you want to take it away from the 
CAB? 

The CHAIRMAN. Yes. Give it to the Postmaster General as far as 
the mail is concerned and give the CAB the job of working out what- 
ever subsidy they would pay. 

Mr. Marvin. I will say that it was to my great surprise that | 
went over on Friday and discovered that the Postmaster General 
was authorized under the law to make the decisions on the ocean mail, 
where I thought that the Maritime Board did it, but apparently not. 

The CHatrMan. The law gives him that privilege in ocean mail? 

Mr. Marvin. The law reads—— 

The CHarrMAN. Excuse me, Mr. Marvin. I have section 654 (a) of 
the United States Code here and I want this to go into the record at 
this point. I will read it: 


PAY FOR TRANSPORTING 


Except as provided in subdivision (b), for transportation of mails, (1) between 
the United States or its Territories or possessions and any foreign country, 
(2) between the United States and its possessions or its naval or military forces 
abroad, or (3) between any such possessions or naval or military forces and 
any other such possession or naval or military forces, the Postmaster General 
may allow, in the case of a vessel of the United States, compensation not in 
excess of 80 cents a pound for letters and post cards and 8 cents a pound for 
other articles (including parcel post), and in the case of a foreign vessel, com- 
pensation not in excess of the sea transit rates prescribed from time to time by 
the Universal Postal Union Convention: Provided, That nothing herein shall limit 
the authority of the Postmaster General to enter into contracts for the transporta- 
tion of mails under the provisions of chapter 24—-A of title 46 at the rates of 
compensation therein authorized. 


Mr. Sweeney. Mr. Chairman, I am informed that the 80-cent rate 
was the Universal Postal Union rate at the time that statute was 
enacted. 

Mr. Marvin. That is precisely the law, and I might put in this 
small plug for S. 436, which is the bill we are backing, which says, 
“shall not exceed,’ and which the Postmaster General also supports 
for the air legislation. 

You notice the language you just read on ocean mail said “not in 
excess.”’ That is the same thing. It is a ceiling. 

The CHarrMan. Yes. 

Mr. Marvin. Now, some witnesses tried to build up a floor for the 
air mail, but you will notice the ocean mail statute says he is entitled 
to “not in excess of’’ 80 cents a pound for letter mail, and in point of 
actual fact he never pays more than 35% and he is not tied, if you 
notice, in that statute, to the UPU. 

The CHartrMan. No. 

Mr. Marvin. He can pay whatever he wants and so in point of 
fact he has paid—lI think the first zone, he pays 8.8, which happens 
to be the UPU rate; the next zone he pays 23.9, which also happens to 
be the UPU rate, and then, at distances in nautical miles, in the 


Europes 
be also t 
to go up 
he Is au 
that eit 
doing tl 
I thir 
do it o1 
the fore 
wants t 
the fore 
But | 
you tie 
high ra 
major ¢ 
last for 
The | 
transpc 
Mr. 
80 cent 
The 
Mr. 
paralle 
The 
Mr. 
though 
of 42 « 
The 
Mr. 
“not ir 
The 
ceiling: 
revisid 
revenu 
portati 
““avera 
Depar 
Mr. 
bills tl 
I th 
there j 
letting 
with a 
for the 
The 
mine \ 
and ju 
Mr. 
untie 
which 
and w 
Kenne 


contra 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 667 


European and North American mails, he pays 35% which appears to 
be also the UPU, but then in the fourth and fifth zones he is authorized 
to go up to 80 cents for American vessels, but he does not do that, and 
he Is authorized to go up to 71 in foreign vessels, but he does not do 
that either, he still sticks to 35%, and we save some dough by his 
doing that. 

I think if you put this statute on the basis of “‘not to exceed’ and 
do it on the cost standard, then the Postmaster General can bring 
the foreign mail down and then he can, as a matter of practice, if he 
wants to, if it is fair and equitable, he can as a matter of practice pay 
the foreign flag and United States flag exactly the same thing. 

But if you tie his hands, I think it would be wost unwise because 
you tie his hands to something that is pegged for the foreigners at a 
high rate, a sky-high rate and, as Mr. Trippe said, they expect no 
major change in the UPU, so it is possible the present high rate will 
last for another 5 years, because it is revised only very infrequently. 

The Cuarrman. His hands, however, are not tied in this surface 
transportation by requiring him to do it on a cost basis. 

Mr. Marvin. That is correct. They have legislated a statistic at 
80 cents a pound. 

The Cuarrman. They have authorized him to pay that much. 

Mr. Marvin. “Not in excess,” is the ocean law—for air the most 
parallel of the bills would be S. 1657, except——— 

The CuarrMan. Except we fix a percentage rate in there. 

Mr. Marvin. Yes. I do not think you said ‘not in excess,” 
though, did you? This S. 1657 says that a ‘“‘base rate” be established 
of 42 cents a ton-mile. That is a floor; that is not a ceiling. 

The CuarrMan. Yes; that is a fixed temporary rate. 

Mr. Marvin. It would conform to the maritime statute if you said 
“not in excess of 42.” 

The Cuarrman. Then it would be a ceiling. We _ established 
ceilings in S. 1657. For domestic mail rates we fixed a ceiling on any 
revisions made by the Civil Aeronautics Board at “‘the average gross 
revenue per ton-mile realized * * * from the domestic trans- 
portation of passengers.” In the foreign field we fixed a ceiling at the 
“average postage revenue per ton-mile derived by the Post Office 
Depart rent.” 

Mr. Marvin. Yes. Now, the other difference is that in all these 
bills the rate setting agency is CAB rather than the Post Office. 

I think there is a lot to be said—it is a rather bold move, but I think 
there is a lot to be said for setting the Postmaster General loose and 
letting him have the say in the setting of mail rates, because certainly 
with all the pressure on him—you are going to get the best bargain 
for the Government. 

The CuarrmMan. Of course, the CAB is the proper agency to deter- 
mine whatever subsidy is to be paid, after coming before the Congress 
and justifying the subsidy payments they intend to make. 

Mr. Marvin. Well, there is a variety of ways in which you could 
untie the Postmaster General’s hands. One of them was 5S. 1078 
which you yourself introduced by request in the Eighty-first Congress 
and which was a companion bill to H. R. 2909 of Congressman John 
Kennedy. That would have given the Postmaster the authority to 
contract for large loads of mail and parcel post at low rates. I think 
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there was mentioned the cargo rate plus 5 cents a ton-mile for priority. 
So, with large loads, he could consolidate them and save a lot o{ 
money when they were piling up on his hands—but I am sure that 
CAB would squawk like a stuck pig if you took this mail rate authority 
from them altogether. 

I think, in a certain sense—I do not know if the Postmaster would 
go along, if you would find him willing to go that far or not—it would 
depend on whether it was all done on a contract basis or if it was 
worded just like the maritime statute, which sets a regular rate and 
also permits special contracts. 

You could do that here for air, you could add that S. 1078 right 
onto 5. 436. That would leave CAB to set the regular rates but also 
— the Postmaster General to make contracts at low rates for large 
oads. 

You remember, it went back to the Black hearings, and you remem- 
ber all of that hullabaloo on the air-mail contracts. I think the theory 
was to move it to a five-man board, with the thought that the Post- 
master General, who was also chairman of a political committee of 
the Democrats or the Republicans, was more susceptible to improper 
influences than a five-man board which supposedly represented the 
publie—I do not know exactly how in practice it has worked out, 
or whether restoring complete authority to the Postmaster General 
would work well now—but it would be a novel approach. 

There is a variety of ways of giving the Postmaster General a more 
active role in the setting of the rates. Some of them go a little further 
than 8S. 436. 

Congressman Heselton the other day introduced H. R. 4827, and 
that includes the same provision which was in your own 8. 1431 and 
Congressman Kennedy’s H. R. 2908 of the Eighty-first Congress. 


This goes a little further than S. 436 of the Eighty-second Congress, 
and if you wanted to strengthen S. 436 along these lines, all you would 
have to do is insert on page 3, line 24 of S. 436, after the word “section’’: 


(A) astatement of the rates recommended by him as being fair and reasonable, 
and (B)”’. 


On page 3, beginning at line 18 of H. R. 4827, it says: 


RECOMMENDATIONS AS TO RATES 


(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 

(2) The Postmaster General shall introduce as a part of the record in all pro- 
ceedings under subsection (a) of this section (A) a statement of the rates recom- 
mended by him as being fair and reasonable, and (B) a comprehensive statement 
of all service to be required of the air carrier and such other information in his 
possession as he deems, or as may be deemed by the Board, to be material to the 


inquiry. 

In other words, he is not to be choosy about it. Some of the 
Appropriations people thought that the Postmaster General had not 
been active enough in‘getting in there and hollering for low rates and 
that in all cases, and not just some cases, he should put in a statement 
of the rates recommended by him as being fair and reasonable. 

There is an additional function that he does not do now. 

So, there is a variety of ways in which the role of the Postmaster 
General in this can be built up without necessarily taking the thing 
out of the hands of the CAB entirely. 
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There was another clause in the original H. R. 2908 and S. 1431 
(p. 3, lines 6-12) which in effect gave a priority to petitions of the 
Postmaster General. In other words, if the CAB set a mail rate 
which he thought was too high, he could come in within 6 months 
and get a priority on the docket to get it revised. 

Now, in the House bill, he wanted that provision restored, and 
the Postmaster General came in with a letter, but I believe it was 
not until December 7, 1950, which was a little bit late at that point, 
his priority clause had already been deleted at the request of CAB, 
and I believe the Postmaster General has not pressed it again this 
year—but that is another thing that can be done. 

There was also on page 4 of the original H. R. 2908 a provision 
saying that the CAB should give special consideration to the recom- 
mendations of the Postmaster General and shall state where they 
differ from him—that is, if he recommends 40 cents a ton-mile and 
they set 45 cents, they would have to state publicly why the differ- 
ence. That is another thing that can be done in strengthening the 
role of the Postmaster General without at the same time taking it 
out of the hands of the CAB. 

But, in general, Mr. Chairman, I feel that you are on soundest 
ground in saying cost, providing you keep it as a ceiling, so we feel 
that there are grave weakensses to doing it as Mr. Nyrop suggested, 
which is “based on” cost, which turns the ceiling into a floor, or at 
least it could be argued that under the CAB amendment you start 
out with the cost and add anything else on top—up to the sky, that 
is the limit. 

Now, if you say that you “‘shall not exceed,”’ then you have got a 
ceiling. 

I think there is no doubt about it but that the air line lawyers and 
the accountants and the CAB, if there is any elasticity at all, if they 
can stretch it, [ think they will. In other words, if the statute is 
loose they will stretch it to the point of having no separation at all, 
and if you have got, for example, $125,000, 000 a year of ‘‘air-mail 
payments” now, you are going to wind up with $124,999,999 labeled 
“compensatory mail pay,” which is just a change of name, just a 
whitewash label. 

So, I believe that section, section 2 of S. 436, should be kept tight. 
If there are any holes, if you run any holes through it, I think you 
will be right back where you are with no progress at ‘all, and the public 
will be misled into thinking that some improvement has taken place. 

Now, the cost allocation has been under fire, as you know. I 
am in complete agreement with the things you said to various wit- 
nesses, that.it is not perfect, and all the rest of it; but at least it gives 
you some idea, it keeps you from being completely in the dark, it 
gives you some idea of the cost of flying the mail—and that is, after 
ali, the basis, the standard, in mail pay. You need a standard, and 
if you want a standard you have got to have cost allocation, you 
have to have the figures to back it up. 

Now, the CAB has the point of view, ““We have the authority to 
do it, so please don’t put it into the bill.”’” That is true. They had 
the authority, and they have had it since 1938, and they could have 
done it, but they never got around to doing it and they are not going 
to do it, and unless it is said in the bill and the report that it is fully 
distributed cost, I think that then they are free to do this added cost 
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theory which goes light on the freight and promotional passengers and 
heavy on the mail—so you find the mail bearing most of the overhead, 
but if it is fully distributed cost, each form of traffic bears its fair 
share of the overhead. I think that is the way it ought to be, it is 
in there now in section 3 of S. 436. Nobody is going to be gypped in 
carrying the mail—but, on the other hand, the mail should not pay 
the bulk of overhead for the whole airline, as now. 

There is another point of dispute that has come up, as to who ought 
wo be eligible to apply for subsidies, assuming they are separated. 

My honest conclusion about that is that the best thing is to put 
that up to the Defense Department, and ask them whether it ought to 
be ‘‘certificated air carrier’? or whether it ought to be only “carriers 
holding mail certificates.” 

Now, we did get a list from the CAB of who was in what category. 
I think the gist is that there are 51 certificated mail carriers; then, there 
are 16 certificated nonmail carriers; then there are 87 large irregulars, 
and then I believe there are 2,000 or more small irregulars, and then 
25 air freight forwarders, or indirect air carriers. 

(The lists referred to appear on p.763.) 

Mr. Marvin. Well, the only difference in the langugage of the var- 
1ous bills before you—you might be interested, Mr. Chairman, in 
having a look at that {handing document to chairman], it tells you 
who they are in the five different lists. 

The language which I believe the ATA people have proposed and 
which I think the CAB people have backed up would read “carriers 
certificated to carry the mail’ and that would bring in only the 51 
people on list 1 who now have the mail certificates and would freeze out 
the 16 certificated nonmail carriers on list 2—although I think some 
of the 16 have gone out of business. 

So “carriers certificated to carry the mail’? embraces only 51, 
while “certificated air carrier’? includes both these 51 and also the 16 
certificated nonmail carriers. 

Now, there is no problem here although it has been sometimes said 
it was intended to have all the nonscheduled airlines given subsidy. 
None of the seven bills before the committee gives the nonscheduled 
airlines subsidy. The language is “certificated air carrier.” 

I believe that the really sensible thing is to use that language, but 
I say that I think the key decision is to put it up to the Defense 
Department. 

Congressman Kennedy read you their views and if they have not 
changed, they want the language “certificated air carrier’’ as in the 
House report. 

The House Interstate Commerce Committee said there was no 
logic to limiting subsidy applications to mail lines. 

The exact language was: 

The committee feels that, with the separation of subsidy from air-mail pay 
made by the bill, there is no logical basis for limiting the class of air carriers 
eligible for subsidy to those holding mail certificates, particularly in view of the 
fact that subsidy determinations are to be made with respect to furthering not 
one national objective, but three: That is, the national defense and the commerce 
of the United States, as well as the postal service (H. Rept. 3041, S8Ist Cong., 
2d sess., p. 8). 

So, I think the answer to that point would really come from the 
defense people—do they feel that these other certificated carriers, 
those 16 on page 2 or list 2, should be eligible to apply for subsidy 
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if they needed it for defense, or whether they should be ruled out, and 
I think that is the fairest way, putting it up squarely to them. 

You did mention, Mr. Chairman, the matter of the effective date 
and I think numerous witnesses mentioned it ought to be the start of 
the fiscal year. 

Previously we were in favor of not doing that, but I think it does 
make sense if it starts off with the coming fiscal year. That would be 
the fiscal year 1953, commencing July 1, 1952. 

Now, 5. 1870 which has been introduced subsequent to our appear- 
ance, and it is a very unhealthy thing, Mr. Chairman; on page 6, 
seetion 3, it says that section 2 of this act shall be effective July 1, 1952, 
with respect to interstate and overseas air transportation, and on 
July 1, 1953, as to foreign air transportation, and it has got this ‘“‘as 
soon as practicable’”’ business in there again. 

That extra year’s delay for the internationals, we do not go for that. 

Now, this ‘‘as soon as practicable” does not mean a thing. That 
means that the CAB would do it when they got around to it, and you 
know that they are not the fastest moving agency around here. 
Everybody has had trouble with them. 

Then there is another gimmick over on page 7 of S. 1870 which says 
that in the meantime—in the meantime meaning while the CAB i 
deciding whether it is ‘‘practicable” to do what it is supposed to ie. 
in the meantime funds can be transferred from the Post Office to the 
CAB, so that we are going to have the same old system where the 
Post Office gets the money ‘and CAB has got the spending of it, which 
is a very unhealthy and illogical system. 

Now, I simply want to add here for the record a summary that was 
made up 2 years ago—and now since these hearings are concluding 
today, I think, it is an interesting comparison, with the hearings in 
1949 that were held from April 11 to June 29, 1949, before this com- 
mittee on the subsidy separation. 

At that time, 1949, there were 28 witnesses on separation and of 
them 20 favored separation, and of those 20 only 10 were specifi- 
cally for S. 1431. Two favored further study—that was the thing 
CAB was pushing 2 years ago—and 6 opposed separation. 

Now, the box score so far here, 1951—and I hope I may correct it 
indicates that allowi ing for today’s witnesses, 20 witnesses were in 
favor of S. 436, which is the bill we have endorsed : 1 for S. 1137; 
none for S. 5: 35: 1 for S. 1657; 1 for S. 1756, 4 for S. 1757; and none 
for S. 1870, plus a variety of other attitudes. Of course, I may have 
missed something but I have been a pretty steady spectator here. 

I find two favoring the Hinshaw proposal, which is not, as you 
know, written up in bill form; and six against any separation at all 
and three favoring no bill by bill number, but wanting mail pay to be 
the same as the UPU. There are two favoring no bill by bill number 
but wanting no less than the UPU. One witness simply opposed 8. 
1657, although repeating his previous views favoring H. R. 2908, 
which has been reintroduced as 5S. 436. 

The CHatrMANn. That may be made part of the record at this point. 

(The document referred to is as follows:) 
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Box Score iv 1951 (June 22—Jury 30, 1951)—Wirnesses at Senate INTER- ‘ Box 8c 
staTE ComMiTTEE HeEarincs on Arr Mai Sussipy SEPARATION From 
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per ton-mile. Citizens 
. Burwell, Resort. F. Kent 
. Slayman, AMVETS, without weakening amendments. also inc! 
. Bredhoff, ClO, without weakening amendments. In mc 
. Prince, AAR, with several amendments. tion iss! 
4. Drysdale, Federation for Railroad Progress, with few amendments. airport 
. Lehman, Senator, or 8. 1137, with four strengthening changes. connect: 
a irtz, oe ~~ "7 maps amendments. The t 
. Sullivan, NA of : 
. Norden, Seaboard. anne 
- Budd, publisher, letter supporting Marvin statement. Sonnet 
. Horst, TWU, without weakening amendments. finate 
. Cowan, clo, without weakening amendments. Wek eos 
~~ 1137: 1. McCormick, Hoover Committee, or S. 436, amended by a cr 
yrop. : 
For 8. 535: None (‘‘Department of Defense is opposed. * * * Letter of r 
June 28, 1951). 
For 8. 1657: 1. Barkes, United, with several accommodating amendments. The | 
For S. 1756: 1. Mrs. L. 8S. Keyes, self. maining 
For S. 1757: problen 
. Tipton, ATA. A ch 
. Smith, AAL, amended to authorize CAB to withdraw subsidy from gether — 
certain routes. porting 
. Woolman, Delta, with S. 1657 as second choice. 
. Beard, Braniff, plus amendment to include Hinshaw proposal but with- SUPPOR 
out Smith amendment. 
For S. 1870: None. : 
Fav oring Hinshaw proposal: (As ind 
1. Hinshaw, Congressman. 
2. Carmichael, Capital, with only one rate instead of two. Sunnor 
) Against any separation bill: oe 
1. Miller, Midcontinent, S. 1657 second choice, with internationals in- 
cluded. 
2. Smith, Pioneer. 
3. Connally, Trans-Texas. 
4. Peach, Robinson, telegram. Re 
5. Ray, 17 feeders. De 
6. Reidy, Helicopter Air Service. Ar 
(10) Favoring no bill by number but desiring international mail pay to be same Jo 
as UPU rates: Hi 
1. Trippe, PAA. 
2. Aiken, former Assistant Postmaster General. to 
(11) Favoring no bill by number but desiring no less than UPU rates: , 
1. Pierson, TWA, ‘‘none of them (seven bills) quite meets standards I have R 
suggested.” ; 
2. Hunter, NWA. 
3. Beard, Braniff. 
(12) Opposing 8. 1657: 1. Lacey, National Industrial Traffic League, repeating 
previous views favoring H. R. 2908. 
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Box Score 1n 1949.—WitTNEsses TesTIFYING ON SEPARATION OF SurRsIDY 
From Arr-Mait Pay BeErore SENATE CoMMERCE COMMITTEE APRIL 11-— 
JuNnE 29, 1949 


Memorandum for: Langdon P. Marvin, Jr., Library of Congress Annex, by 
Henrietta B. Safford 


A survey of 42 witnesses appearing before the Senate Interstate and Foreign 
Commerce Committee on airline finances shows that 28 expressed themselves 
clearly on the separation issue. The count is 20 for separation (of which 10 were 
specifically for 8S. 1431), 2 for the CAB studies bill, Senate Joint Resolution 92, 
and 6 opposed to separation. 

The 28 witnesses included the presidents of the major airlines; the representa- 
tives of the Government agencies particularly concerned with the problem; the 
principal air freight companies; and interested individuals who are students of 
air transport problems. A letter from Robert L. Johnson, chairman of the 
Citizens Committee on the Hoover Commission Report to Congressman John 
F. Kennedy on H. R. 2908 and 8S. 1431 which was submitted for the record is 
also included. 

In most cases those witnesses who did not concern themselves with the separa- 
tion issue were (1) concerned with other aspects of avaiation, such as safety, 
airport operation, etc., or (2) troubled by problems of immediate survival in 
connection with adverse action by the CAB. 

The tally is as follows: 


Supporting separation by bill No. 8 

Supporting separation in ames 

Supporting CAB studies bill, 8. J. Res. 

Opposing separation 

Not concerned with separation 

SS ee Eee ae ey 


42 
The survey covered 42 of the 53 witnesses known to have testified, the re- 
maining 11 representing principally feeder lines concerned with the particular 


problems of their own operations. 

A chart of the 28 witnesses who expressed themselves on the separation to- 
gether with the exact quotations best summarizing their attitudes, either sup- 
porting or opposing, is attached. 


SUPPORT FOR AND OPPOSITION TO SEPARATION OF AIRLINE Maint Pay From 
SUBSIDY 


(As indicated at hearings before the Senate Interstate and Foreign Commerce 
Committee, April 11—June 29, 1949) 


Supporting separation by bill No. 8. 1431: 

‘Raymond A. Norden, president, Seaboard & Western Airlines, Inc., May 16, 
1949 

Earl Slick, president of Slick Airways, May 17, 1949 

Capt. Eddie V. Rickenbacker, president of Eastern Air Lines, Inc., May 24, 
1949 

Robert W. Prescott, president of Flying Tiger Line, Inc., May 27, 1949 

David L. Behncke, president Air Line Pilots Association, June 16, 1949 

Andre de Saint Phalle, president, California Fastern Airways, June 21, 1949 

John F. Budd, editor-publisher Air Transportation, June 23, 1949 

Hugh W. States, legislative representative air transport division, Transport 
Workers Union of America, CIO, June 24, 1949 

Langdon P. Marvin, Jr., former chairman, Interdepartmental Air Cargo 
Priorities Committee, April 25, 1949 

R. L. Johnson, chairman, Citizens Committee on Hoover Commission Report, 
letter May 24, 1949 
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Supporting separation in principle: 
James Landis, former chairman of CAB, April 20, 1949 
J. Weldon Jones, Assistant Director in Charge of Fiscal Analysis, Bureau of 
the Budget, April 25, 1949 
Croil Hunter, president, Northwest Airlines, Inc., May 2, 1949 
me * Patterson, president of United Air Lines, May 9, 1949 
C. R. Smith, president of American Airlines, May 12, 1949 
Jesse Donaldson, Postmaster General, June 2, 1949 
J. H. Parmelee, vice president of the Association of American Railroads, 
June 10, 1949 
Robert F. ‘Six, president of Continental Air Lines, Inc., June 15, 1949 
Sigmund Janas, president of Colonial Airlines, June 17, 1949 
Juan T. Trippe, president, Pan American Airways System, June 28, 1949 
Supporting CAB studies, Senate Joint Resolution 92: 
Chairman Joseph J. O’Connell, Jr., Civil Aeronautics Board, April 11, 1949 


Ralph Damon, president of Transcontinental and Western Air, Inc., June 20, 
1949 


Opposing separation: 

Robert Ramspeck, executive vice president of Air Transport Association of 
America, April 26, 1949 

Carleton Putnam, chairman of the board Chicago & Southern Air Lines 
April 29, 1949 

J. H. Carmichael, president of Capital Airlines, May 10, 1949 

C. E. Woolman, president, Delta Air Lines, May 23, 1949 

Chas. E. Beard, executive vice president of Braniff Airways, Inc., June 6, 
1949 

5. J. Solomon, aviation consultant, former president of Northeast Airlines, 
June 13, 1949 


SupPoRTING SEPARATION BY Britt NuMBER (S. 1431) 


Raymond A_ Norden, president, Seaboard and Western Airlines, Inc., May 16, 1949 


“T would like specifically to say I believe that Senate bill S. 1431 should, in 
my opinion, definitely be passed, In the light, however, of what has happened 
in the past in determining the ‘costs’ of the carriers and their ‘needs,’ I recom- 
mend that safeguards be drawn up to prevent the payment of excessive subsidy 
through loose administration of the subsidy provision of the statute.” (Prepared 
statement, p. 35.) 


Earl Slick, president of Slick Airways, May 17, 1949 

“The other conclusion that I want to state is this. If Senator Johnson’s bill 
(S. 1431) severing subsidy from mail pay and requiring cost allocations as be- 
tween the several services rendered by the passenger carriers, had been written 
into the law 3 years ago, air freight would be far ahead of where it is today, as 


indeed, in my judgment, would the whole of air transportation.”’ (Prepared 
statement, p. 14.) 


Capt. Eddie V. Rickenbacker, president of Eastern Air Lines, Inc., May 24, 1949 


“Senator Johnson (in S. 1431) and Congressman Kennedy (in H. R. 2908) have 
introduced bills to bring about the desired objectives. I am not saying that 
these measures are perfect in their details, but they are steps in the right direction 
and they ought to be perfected and carried to enactment at the earliest possible 
date.’’ (Prepared statement, p. 12.) 


Robert W. Prescott, president of Flying Tiger Line, Inc., May 27, 1949 


“If either we, the nonsubsidized, or the passenger airlines are to survive and 
at a profit, the destructive effect of a loose subsidy policy must be eliminated 
through action such as is encompassed in Senator Johnson’s bill (S. 1431) to 
separate mail pay and subsidy.’’ (Prepared statement, p. 12.) 


David L. Behncke, president, Air Line Pilots Association, June 16, 1949 

“Now getting down to the matter of the bill, 8. 1431, introduced by the chair- 
man of this committee, Senator Edwin C. Johnson, I have carefully read this 
measure several times and, without getting into argumentative detail, I believe 
what the bill seeks to establish is a more comprehensive and more down-to-earth, 
easy-to-understand system of airline bookkeeping and rate making. It’s a 
certainty that the present methods can stand improvement. I see no reason to 
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object to the Senator’s bill. In fact, I believe if passed it would be a big improve- 
ment.’’ (Prepared statement, p. 31.) 


Andre de Saint Phalle, president, California Eastern Airways, June 21, 1949 

Legislative recommendation: ‘‘A provision requiring the CAB to separate for 
the public record subsidy payments. and service mail payments to recipients of 
money from the Government. Also segregation of subsidy payments as to type 
of service for which it is used, that is, luxury-type air service, coach-type air 
service, air-freight service, all-mail service, etc. 

“We favor bill S. 1431, which I believe you have introduced, Mr. Chairman, 
rather than the Joint Resolution No. 92, because we feel that the Hoover Com- 
mission has gone over all this thing and your bill is more expeditious than the 
other. 

‘We believe it is, therefore, in the interests of air transportation that it be 
adopted in preference to the other.’’ (Report of Proceedings, pp. 3054-3055.) 


John F. Budd, editor-publisher, Air Transportation, June 23, 1949 


“We also have this separation of subsidy in air mail. I am particularly in 
favor of 8. 1431, another one of Senator Johnson’s bills, and not Senate Joint 
Resolution 92. I think 8. 1431 is something very necessary.’’ (Report of Pro- 
ceedings, p. 3108.) 


Hugh W. States, legislative representative, air transport division, Transport 
Workers Union of America, CIO, June 24, 1949 
“We emphatically believe this method (present method of paying subsidies) is 
a slipshod and incorrect method since it actually subsidizes in some case inefficient 
management and in other cases penalizes efficient management. 
“On the question of affording economic relief to airline companies, we believe 
it should be done in the following manner: 

‘1. Airline companies should be paid a fair and equitable rate for carrying 
air mail. 

“2. When a company has computed its income from operating revenues 
and appropriate mail pay and still shows a deficit in its operation during a 
year, subsidies should be granted by the Government if they have shown 
that they have operated in a safe, sound, and efficient manner. 

“*3. Companies should be subsidized to make up losses incurred while they 
are promoting and developing new routes that might be unprofitable in their 
initial operation. / 

‘4. Companies should be subsidized if they are required to operate un- 
profitable schedules on routes that are considered essential in the interests 
of national defense. 

“‘T believe these four points are encompassed in 8. 1431, which Senator Johnson 
introduced.”’ (Report of Proceedings, pp. 3113-3114.) 


Langdon P. Marvin, Jr., former Chairman, Interdepartmental Air Cargo Priorities 
Committee, April 25, 1949 
Suggestions for action: ‘1. Put through at this session the necessary accounting 
reform to separate subsidy from mail pay, as provided for in Senator Johnson’s 
bill, S. 1481.” (Prepared statement, p. 1.) 


Robert L. Johnson, chairman, Citizens Committee on Hoover Commission Report, in 

letter to Congressman J. F. Kennedy, May 24, 1949, re H. R. 2908 and 8S. 1431 

“Tt seems to me that the bills, H. R. 2908 and S. 1431, as originally introduced, 

conform with the recommendations of the Hoover Commission. The basic pre- 

mise has already been recommended by the Hoover Commission in two of its 

reports and by several of its expert task forces. We should move forward with 
all possible speed on this matter.” 


SupporTING SEPARATION IN PRINCIPLE 


James Landis, former Chairman of CAB, April 20, 1949 


“If I might go ahead and emphasize the point that I was making there, I think 
there is a great deal to be said for an effort to try to separate subsidy from the 
compensatory pay for carrying air mail. I changed my position on that. I did 
not have that position 2 years ago when I dealt with this subject before the Air 
Policy Commission. I have just become convinced that I was wrong on that. 

“T think that an effort ought to be made to segregate those two items so that 
we would know how much we are paying out by way of subsidy. I see no reason 
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why a principle of that nature could not be adopted today. It will require some 
work to define the nature of a subsidy, what is a compensatory rate, and the like. 
I think it might just as well be started now.” (Report of Proceedings, p. 380.) 


J. Weldon Jones, Assistant Director in Charge of Fiscal Analysis, Bureau of the 
Budget, April 25, 1949 
“It would be highly desirable that this subsidy be separated from mail pay as 
soon as possible.” (Prepared statement, p. 7.) 


Croil Hunter, president, Northwest Airlines, Inc., May 2, 1949 


‘Senator, I certainly believe that the separation of service pay and subsidy is 
advisable. Whether it is practical or not will depend on how they can arrive at 
a fair service pay.” (Report of Proceedings, p. 1060, May 3, 1949.) 

W. A. Patterson, president of United Air Lines, May 9, 1949 

“In principle, I approve the separation of subsidy so that we all know exactly 

where we stand. With subsidy being identified directly as such, it would serve 


as an incentive for management to increase efforts to reduce and eliminate subsidy.” 
(Prepared statement, p. 17.) 


C. R. Smith, president of American Airlines, May 6, 1949 


“Subsidy payments should be separated from service mail payments and they 
should be separately reported, in the statements of the carriers to the Board and in 


the statement of the carriers to their shareholders and to the public.” (Prepared 
statement, p. 12.) 


Jesse Donaldson, Postmaster General, June 2, 1949 


“‘T want to state specifically, Mr. Chairman—maybe my statement in this 
prepared brief was not sufficiently strong—that I have always advocated that 
the subsidy should be separated. 

“I do not know how it can be done, or how long it will take to do it, but I think 
it would be well, not only from the standpoint of the public themselves, who are 
constantly charging that you are providing great subsidies to airmail, and they 
think you are providing a greater subsidy than is really being provided. 

“T think there are some people who think the subsidy is $100 or $200 million. 
For that reason, I think it should be separated. 

“The second reason it should be separated: In order to make it a healthy 
situation for the airlines themselves, to point out to the people that they are 
operating as economically a& they can.” (Report of Proceedings, pp. 2296-2297.) 


J. H. Parmelee, vice president of the Association of American Railroads, June 10, 1949 
‘‘We support the viewpoint that it is in the public interest that the facts as* 


to the extent of such subsidy to air transportation should be fully ascertained.”’ 
(Prepared statement, p. 6.) 


Robert F. Siz, president of Continental Air Lines, Inc., June 15, 1949 


“Regarding separation of subsidy from actual compensation for transporting 
mail—I am wholly in accord with this program.”’ (Prepared statement, p. 10.) 


Sigmund Janas, president of Colonial Airlines, June 17, 1949 


“T have no quarrel with the proposal to separate Government subsidy from 
actual service mail payments, provided some method can be conceived to accom- 
plish it without burdening the airlines with unconscionable accounting costs in its 
accomplishment. Small airlines like Colonial just can’t afford the meticulous 
cost analysis, if the ultimate in refinement of separation of subsidy from service 
mail pay is required. Besides, I am not at all sure that the additional accounting 
costs in that event might‘not exceed the anticipated saving to the Government. 

“However, I would oppose this legislation unless similar requirements are also 
imposed upon the Interstate Commerce Commission in their regulation of the 
railroads.” (Prepared statement, p. 23.) 


Juan T. Trippe, president, Pan American Airways System, June 28, 1949 


Recommendation: “1. Pay the United States-flag international airlines only 
the standard international rate for carrying United States mail on foreign routes, 
and separate the subsidy payments necessary to offset the high wages of American 
airline labor as compared to competitive foreign airline labor.’”’ (Prepared 
statement, p. 7.) 
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SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Suprortine CAB Srupies Buiuu (S. J. Res. 92) 


Chairman Joseph J. O’Connell, Jr., Civil Aeronautics Poard, April 11, 1949 


‘‘We believe that until the Board has completed its investigations of the econ- 
omy and efficiency of the Big Four mentioned above and its investigation into 
the cost of carrying the mail which is also a part of our economic program for 
1949, it would be undesirable to attempt to pass legislation on this matter.’ 
(Prepared statement, p. 44.) 


Ralph Damon, president of Transcontinental and Western Air, Inc., June 20, 1949 

“At present no one knows exactly how much of the mail pay received by any 
airline is compensation for service performed and how much is received on a 
‘need’ basis.. Although I do not believe that the major domestic airlines have 
lately received any subsidy, I do not think that an incentive to efficiency would be 
provided if these amounts were separately known. Therefore, I agree with those 
who have proposed that a separation be made between the mail pay and any 
subsidy received by a carrier. 

“Such a major change in the regulatory procedure will require thorough study 
to ensure that an equitable system is provided for determining what is compensa- 
tory pay and what is subsidy. I understand that the Civil Aeronautics Board is 
devoting its efforts toward working out a plan for such a separation, but is ham- 
pered in this work by limited appropriations. Therefore, | am strongly in favor 
of the study provided for in Senate Joint Resolution No. 92.” (Prepared state- 
ment, p. 7.) 

Oprosinc SEPARATION 


Carleton Putnam, chairman of the bourd, Chicago & Southern Air Lines, April 29, 
1949 

“One of the matters which I understand has been agitated lately in Congress 
and elsewhere is the question whether or not the so-called subsidy should be segre- 
gated from the mail rate. In my opinion to change the present system would be 
to change the whole spirit and policy of the Civil Aeronautics Act. All the ad- 
ministrative procedures, all the web of precedent, all the comparative data and 
statistical analyses have grown up around the cornerstone of mail pay aid. As 
this committee knows, both the President’s Air Policy Commission and the Con- 
gressional Aviation Policy Board are opposed to any segregation at this time. 
The Congressional Board, after many months of hearings and thorough study, 
says in its report, paragraph 28: ‘Until the air transport system reaches more 
nearly self-supporting operations, no action should be taken to separate the subsidy 
pay from the mail service pay. * * * Separation of the subsidy would be an 
extremely complicated matter and * * * probable delays resulting might 
cause serious difficulty to the “need’’ carriers with possible failure and denial of 
service to the public. This would be in violation of the spirit of the act and for 
the present could do more harm than good.’”’ (Prepared statement, p. 19.) 


C. E. Woolman, president of Delta Air Lines, May 23, 1949 


“T cannot urge too strongly my conviction that compensation for the carriage 
of mail should not be split into different categories. One of the reasons for this 
conviction is the impossibility of determining an equitable and true figure to repre- 
sent service pay applicable to all carriers alike. Because of the differing conditions 
mentioned earlier, there would have to be as many different rates of service pay 
as there are carriers, routes, changing seasons, and fluctuating economic condi- 
tions. Were a compensatory rate to be determined and any balance facilely 
called subsidy, the variables would soon be forgotten or overlooked and attention 
would be focused on the so-called subsidy element which the dictionary states 
‘often carries a derogatory implication.’” (Prepared statement, pp. 4—5.) 


Charles E. Beard, executive vice president of Braniff Airways, Inc., June 6, 1949: 


“The segregation of that portion of the mail rate properly applicable to the mail, 
the commerce and the national defense, would be impossible of fair determination. 
The confusion and controversy and delavs and expense of attempting to do so 
would be futile. The present method of payments through the Post Office Depart- 
ment is simple and inexpensive of administration. 

“Actually there is nothing to separate, or at most, very little. Mr. Carleton 
Putnam computes that quite the reverse is true and that the post office, and 
consequently the taxpaver, has gained some $54,000,000 through airmail operations 
since 1918. The aviation securitie., committee of the Investment Bankers Asso- 
ciation of America, in its report of December 1948, computes the deficit 1918 
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why a principle of that nature could not be adopted today. It will require some 
work to define the nature of a subsidy, what is a compensatory rate, and the like. 
I think it might just as well be started now.” (Report of Proceedings, p. 380.) 


J. Weldon Jones, Assistant Director in Charge of Fiscal Analysis, Bureau of the 
Budget, April 25, 1949 
“It would be highly desirable that this subsidy be separated from mail pay as 
soon as possible.” (Prepared statement, p. 7.) 


Croil Hunter, president, Northwest Airlines, Inc., May 2, 1949 


“Senator, I certainly believe that the separation of service pay and subsidy is 
advisable. Whether it is practical or not will depend on how they can arrive at 
a fair service pay.”’ (Report of Proceedings, p. 1060, May 3, 1949.) 


W. A. Patterson, president of United Air Lines, May 9, 1949 


“In principle, I approve the separation of subsidy so that we all know exactly 
where we stand. With subsidy being identified directly as such, it would serve 
as an incentive for management to increase efforts to reduce and eliminate subsidy.” 
(Prepared statement, p. 17.) 


C. R. Smith, president of American Airlines, May 6, 1949 


‘Subsidy payments should be separated from service mail payments and they 
should be separately reported, in the statements of the carriers to the Board and in 


the statement of the carriers to their shareholders and to the public.” (Prepared 
statement, p. 12.) 


Jesse Donaldson, Postmaster General, June 2, 1949 


“T want to state specifically, Mr. Chairman—maybe my statement in this 
prepared brief was not sufficiently strong—that I have always advocated that 
the subsidy should be separated. 

“*T do not know how it can be done, or how long it will take to do it, but I think 
it would be well, not only from the standpoint of the public themselves, who are 
constantly charging that you are providing great subsidies to airmail, and they 
think you are providing a greater subsidy than is really being provided. 

“T think there are some people who think the subsidy is $100 or $200 million. 
For that reason, I think it should be separated. 

“The second reason it should be separated: In order to make it a healthy 
situation for the airlines themselves, to point out to the people that they are 
operating as economically a&$ they can.”’ (Report of Proceedings, pp. 2296-2297.) 


J. H. Parmelee, vice president of the Association of American Railroads, June 10, 1949 
‘‘We support the viewpoint that it is in the public interest that the facts as 


to the extent of such subsidy to air transportation should be fully ascertained.” 
(Prepared statement, p. 6.) 


Robert F. Siz, president of Continentai Air Lines, Inc., June 15, 1949 


‘Regarding separation of subsidy from actual compensation for transporting 
mail—I am wholly in accord with this program.”’ (Prepared statement, p. 10.) 


Sigmund Janas, president of Colonial Airlines, June 17, 1949 


“T have no quarrel with the proposal to separate Government subsidy from 
actual service mail payments, provided some method can be conceived to accom- 
plish it without burdening the airlines with unconscionable accounting costs in its 
accomplishment. Small airlines like Colonial just can’t afford the meticulous 
cost analysis, if the ultimate in refinement of separation of subsidy from service 
mail pay is required. Besides, I am not at all sure that the additional accounting 
costs in that event might’not exceed the anticipated saving to the Government. 

‘‘However, I would oppose this legislation unless similar requirements are also 
imposed upon the Interstate Commerce Commission in their regulation of the 
railroads.”’ (Prepared statement, p. 23.) 


Juan T. Trippe, president, Pan American Airways System, June 28, 1949 


Recommendation: “1. Pay the United States-flag international airlines only 
the standard international rate for carrying United States mail on foreign routes, 
and separate the subsidy payments necessary to offset the high wages of American 
airline labor as compared to competitive foreign airline labor.” (Prepared 
statement, p. 7.) 
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SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Suprortine CAB Srupiges Brut (S. J. Res. 92) 


Chairman Joseph J. O’Connell, Jr., Civil Aeronautics Board, April 11, 1949 


“We believe that until the Board has completed its investigations of the econ- 
omy and efficiency of the Big Four mentioned above and its investigation into 
the cost of carrying the mail which is also a part of our economic program for 
1949, it would be undesirable to attempt to pass legislation on this matter.’’ 
(Prepared statement, p. 44.) 


Ralph Damon, president of Transcontinental and Western Air, Inc., June 20, 1949 

“At present no one knows exactly how much of the mail pay received by any 
airline is compensation for service performed and how much is received on a 
‘need’ basis.. Although I do not believe that the major domestic airlines have 
lately received any subsidy, I do not think that an incentive to efficiency would be 
provided if these amounts were separately known. Therefore, I agree with those 
who have proposed that a separation be made between the mail pay and any 
subsidy received by a carrier. 

“Such a major change in the regulatory procedure will require thorough study 
to ensure that an equitable system is provided for determining what is compensa- 
tory pay and what is subsidy. I understand that the Civil Aeronautics Board is 
devoting its efforts toward working out a plan for such a separation, but is ham- 
pered in this work by limited appropriations. Therefore, | am strongly in favor 
of the study provided for in Senate Joint Resolution No. 92.”" (Prepared state- 
ment, p. 7.) 

OpposInG SEPARATION 


Carleton Putnam, chairman of the bourd, Chicago & Southern Air Lines, April 29, 
1949 

“One of the matters which I understand has been agitated lately in Congress 
and elsewhere is the question whether or not the so-called subsidy should be segre- 
gated from the mail rate. In my opinion to change the present system would be 
to change the whole spirit and policy of the Civil Aeronautics Act. All the ad- 
ministrative procedures, all the web of precedent, all the comparative data and 
statistical analyses have grown up around the cornerstone of mail pay aid. As 
this committee knows, both the President’s Air Policy Commission and the Con- 
gressional Aviation Policy Board are opposed to any segregation at this time. 
The Congressional Board, after many months of hearings and thorough study, 
says in its report, paragraph 28: ‘Until the air transport system reaches more 
nearly self-supporting operations, no action should be taken to separate the subsidy 
pay from the mail service pay. * * * Separation of the subsidy would be an 
extremely complicated matter and * * * probable delays resulting might 
cause serious difficulty to the “need’’ carriers with possible failure and denial of 
service to the public. This would be in violation of the spirit of the act and for 
the present could do more harm than good.’”’ (Prepared statement, p. 19.) 


C. E. Woolman, president of Delia Air Lines, May 23, 1949 


“T cannot urge too strongly my conviction that compensation for the carriage 
of mail should not be split into different categories. One of the reasons for this 
conviction is the impossibility of determining an equitable and true figure to repre- 
sent service pay applicable to all carriers alike. Because of the differing conditions 
mentioned earlier, there would have to be as many different rates of service pay 
as there are carriers, routes, changing seasons, and fluctuating economic condi- 
tions. Were a compensatory rate to be determined and any balance facilely 
called subsidy, the variables would soon be forgotten or overlooked and attention 
would be focused on the so-called subsidy element which the dictionary states 
‘often carries a derogatory implication.’”’ (Prepared statement, pp. 4—5.) 


Charles E. Beard, executive vice president of Braniff Airways, Inc., June 6, 1949: 


“The segregation of that portion of the mail rate properly applicable to the mail, 
the commerce and the national defense, would be impossible of fair determination. 
The confusion and controversy and delavs and expense of attempting to do so 
would be futile. The present method of payments through the Post Office Depart- 
ment is simple and inexpensive of administration. 

‘Actually there is nothing to separate, or at most, very little. Mr. Carleton 
Putnam computes that quite the reverse is true and that the post office, and 
consequently the taxpaver, has gained some $54,000,000 through airmail operations 
since 1918. The aviation securitie, committee of the Investment Bankers Asso- 
ciation of America, in its report of December 1948, computes the deficit 1918 
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through 1947 at $47,000,000 (exhibit IV). Within the range of these two figures 
distributed over 30 years of service, the amount to be separated is too inconse- 
quential to warrant the effort or justify the cost involved. 

“If the Congress wishes to have some segregation made it could be done by 
the Post Office Department or the CAB, or both jointly, estimating the amount 
considered to be the cost of carrying the mail, and that portion applicable to the 
other services can be so earmarked in the appropriations to show that it is to be 
used as payment to the carriers for public services rendered in behalf of the com- 
merce and the national defense. The use of the word ‘subsidy’ in connection 
with such payments covering the commerce and defense needs is objectionable 
and inaccurate in connection therewith.” (Prepared statement, p. 5.) 


S. J. Solomon, aviation consultant, former President of Northeast Airlines, June 13, 
1949 

“I do not believe that a policy of separate subsidy and mail pay can be effective. 
In order to determine what is subsidy you must first determine the economy and 
efficiency of each airline operation. This must be done before a proper cost basis 
can be determined for the service pay award. That has been written into the 
law as the basis of mail pay since 1938. There will be as many different mail 
pay rates and service pay as there are airlines. You may have some common 
factors. The acquiescence in the separation of mail pay from subsidies by the 
major airlines is a trend toward monopoly. It is an acquiescence and desire on 
the part of the major airlines because it will aid them in acquisition under easier 
conditions of smaller airlines.’”’ (Prepared statement, p. 9.) 
» Nore.—No specific quotations were drawn from testimony of Robert Ramspeck, 
executive vice president of the Air Transport Association of America and J. H. 
Carmichael, president of Capital Airlines, but the general tenor of their remarks 
indicated an unsympathetic attitude toward separation. 


STATEMENT BY CITIZENS COMMITTEE FOR SuRBSIDY SEPARATION FOR RECORD OF 
HEARINGS OF SENATE INTERSTATE CoMMITTER, JULY 30, 1951 


The Citizens Committee for Subsidy Separation today stated: “Since VJ-day, 
one-half billion dollars has been given to our commercial airlines under the mis- 
leading label of ‘air-mail pay’.”’ 

‘‘No one has any idea,” the citizens committee continued, ‘‘what this money 
went for. No one knows how much of this is compensation for mail services 
rendered and how much of it is subsidy. 

“We advocate a clear-cut separation between airline subsidies on the one hand 
and compensation for the cost of handling air mail on the other hand. 

“‘We advocate prompt passage of 8. 436 to carry out this needed reform, which 
has been advocated by President Truman twice, by the Commission on Organiza- 
tion of the Executive Branch, by the Appropriations Committees of the House 
and Senate, by the Commerce and Post Office Committees of the House, and 
by Senator Sparkman’s Small Business Committee. 

“‘We are opposed to attempts to exempt any airlines from the separation reform 
or to peg the mail rate for any airlines at artificially high levels.”’ 

In that connection, the citizens committee submitted a detailed statement on 
the UPU rates proposed July 26, 1951, by the president of Pan American Airways. 

The statement in opposition to the UPU rates was signed by the heads of 
organized labor in the aviation field, in rebuttal to the statement by the president 
of Pan American Airways that “organized labor’’ supported his position. 

CIO and A. F. of L. representatives have gone on record favoring 8. 436, as 
have all the other members of the citizens committee. 


Skyway Roppery 


Representatives of our international airlines want a law passed that they shall 
be paid for carrying the United States mail at no less than the UPU rates. 

That is not mail compensation—that is sheer robbery. 

Legislating those rates would simply mean continuing to give to the airlines 
millions of dollars of the taxpayers’ money in hidden subsidies without the tax- 
payers’ knowledge or consent. 

The UPU rates are set at $2.86 per ton-mile, a sky-high level four times the pas- 
senger fare and seven times the cargo rate. 
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If you were to fly from here to London, the airline charges you $325. 

But—under this UPU scheme—if you turned yourself into a sack of mail of 
equivalent weight, the charge to the post office would be around $1,300. 

Under the wildest stretch of the imagination that could not be considered a 
compensatory rate. It is robbing the post office at the taxpayers’ expense. 


BACKGROUND 


Since the end of World War II our airlines have been paid over one-half billion 
dollars in so-called air-mail pay. 

None of the airline officials and none of the Government officials can tell how 
much is hidden subsidy for the airlines and how much is compensation for the cost 
of services rendered in carrying mail. 

The President of the United States, the Hoover Commission, the Appropriations 
Committees of the House and Senate, the House Committees on Post Office and on 
Interstate and Foreign Commerce, and Senator Sparkman’s Committee on Small 
Business all have recommended legislation “to separate airline subsidies from 
compensation for the cost of handling mail.” 

Now come representatives of our international airlines—who receive more than 
half this enormous sum of air-mail pay—and say that the mail compensation for 
them should be legislated at no less than the Universal Postal Union rates. 

The Universal Postal Union rate is simply an interchange agreement between 
foreign governments, setting a ceiling on what one country will pay another for 
use of its planes. 

It covers only the odd situation where we have some United States mail to be 
moved and have no United States planes to move it on. 

Only about 4 percent of our United States mail to foreign points moves on 
foreign-flag airlines at those UPU rates. 

It makes no sense to try to legislate that same rate for the other 97 percent of 
our United States mail that moves on United States airlines. 

Our subsidized airlines state that we should not pay foreign-flag airlines more 
than we pay our own girlines. 

This argument has a superficial appeal to patriotism. 

But, in fact, foreign governments are paying our airlines for carrying their 
mail exactly the same as we pay their airlines for carrying our mail. 

The United States is not being gypped at all. In fact because foreign govern- 
ments use our airlines more often than we use theirs, the United States profits. 
The profits of the United States airlines under this interchange UPU rate were 
$8,000,000 in fiscal 1950, according to the tables on page 618 of the 1951 Senate 
hearings on the post-office appropriation. 

What really would gyp the United States would be to legislate that the hands of 
the United States Government should be tied to the sky-high UPU rates in paying 
United States airlines for hauling United States mails. 

As an interchange rate between foreign governments, it is appropriate that 
foreign governments should have a large voice in determining the UPU rate. 

But what we pay our own airlines for flying our own mail is our own business, 
and we should not be tied to the decisions of foreign governments. 

The UPU rates would not be satisfactory as a mai! rate for our own lines 
because : 

1. These UPU rates are much too high to be called mail compensation. They 
would contain enormous amounts of hidden subsidy. 

2. They have no relation to the ‘‘cost of handling air mail’’ which the President 
has stated should be the standard for mail pay. 

3. They are too inflexible, being subject to revision only every 5 years. 

4. It is inappropriate to give foreign governments a voice in a purely United 
States matter. 

5. Instead of reducing the deficit of the United States post office by some 
$50,000,000 as would be done under 8.436, this UPU scheme might increase the 
postal deficit on foreign air mail by at least $3,000,000 a year. 

Theretore, most of the savings in the postal deficit called for by the President 
and the Hoover Commission would be lost, and even more hidden subsidies would 
be piled on top. 

As pointed out in the CIO statement, whereas Pan American got in 1949 
approximately $2.37 per ton-mile for hauling mail—including the hidden sub- 
sidy—they would get under the UPU scheme $2.86 per ton-mile plus some addi- 
tional direct subsidies. 
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This would make a farce of the whole air-mail subsidy separation. 
This would be a steal in the name of reform. 

Citizens Committee for Subsidy Separation: Norman MacDonald 
Taxpayers Federation; Charles Slayman, national legislative 
director, AMVETS; Louis C. Pakiser, national executive direc- 
tor, AVC; Robert E. Kline, Jr., attorney; C. N. Sayen, president, 
Air Line Pilots Association; James M. Landis (former chairman, 
CAB and SEC); Langdon P. Marvin, Jr. (former chairman. 
Interdepartmental Air Cargo Priorities Committee, and professor 
of air transport economics, Georgetown University); Hoyt S. 
Haddock, executive secretary, CIO Maritime Committee: 
James F. Horst, international vice president, Transport Workers 
Union, CIO: George R. Nelson, grand lodge representative, 
International Association of Machinists; Dr. Godfrey L. Cabot 
(former president, National Aviation Association and Federa- 
tion Aeronautique Internationale); Hugh W. States (CIO). 


ApPrENDIX A 
JUNE 9, 1950. 
Mr. Rocer B. DovuLEns, 
Pan American World Airways System, 
Washington, D. C. 


Dear Mr. Dovutens: I have your letter of May 26, taking exception to my 
presentation before the Transportation Subcommittee of the House of Represen- 
tatives on May 24, wherein I opposed the proposal that United States airlines 
operating on foreign routes be treated differently than the domestic carriers in 
the bill, H. R. 2908, to separate subsidies from air-mail pay. 

I gather that the essence of your objection is that Pan American Airways has 
made no such proposal and is all for the separation. If that is so, I am very 
glad to hear it, and hope that you will support the separation bill now before the 
Transportation Subcommittee of the House Commerce Committee, H. R. 2908, 
and its companion bill, 8. 1431. However, from the previous statements made 
by Pan American Airways, I understood that Pan American was interested in a 
different type of separation for its own operations than that «.ntemplated for 
the domestic lines. 

President Truman, the Hoover Commission, the House Post Office Committee, 
the Senate Appropriations Committee, and the genuine separation bills, H. R. 
2908 and 8. 14381, all call for separating the concealed subsidies now paid to air- 
lines from the Post Office Budget. By separation, they mean that the present 
$125,000,000 air-mail payments of the Government should be separated into: 

1. A compensatory mail rate, to be paid by the Post Office to the airlines for 
services rendered, such rate to be based upon the cost to the airlines of rendering 
these services, plus a fair and reasonable return. 

2. Any payments over and above (1) should be considered subsidy, to be 
brought out in the open, and to be paid from the appropriations of the Civil 
Aeronautics Board and not the Post Office. 

The proposal which Mr. Trippe made at the Senate Commerce Committee on 
June 28, 1949, to which you referred in your letter, is very different from the 
separation called for in the above legislation and recommended by the above- 
mentioned authorities. 

On page 1907 of the hearings before the Senate Commerce Committee pursuant 
to House Resolution 50, June 28, 1949. Mr. Trippe recommended that the com- 
pensatory mail rate for American-flag carriers operating over foreign routes should 
be that established by the Universal Postal Union. This is of course a very differ- 
ent kettle of fish than the compensatory mail rate, based upon cost, called for in 
the genuine separation bills, H. R. 2908 and 8S. 1431, to separate subsidies from 
air-mail pay. For from removing the concealed subsidies in the Post Office budget 
now paid to the airlines, this recommendation would keep them there, under a 
different name of course, and perheps even raise them. For example, it is my 
understanding from the statistics which I have received from the Civil Aeroneutics 
Board, that in 1949 Pan American World Airways received from the Post Office an 
average of $2.37 per ton-mile of mail carried, an amount, which includes the con- 
cealed subsidies. Under Mr. Trippe’s provosal this charge of $2.37 on the Post 
Office, far from being reduced, would be set at the UPU rate of $2.86 per ton- 
mile, and futhermore Pan American would be entitled, under Mr. Trippe’s proposal, 
to additional operating subsidies over and above $2.86. 
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This amounts to attempting to turn the separation reform into something very 
different than what was intended, and the economies to the taxpayer and the 
greeter responsibility to be achieved by bringing these subsidies out in the open 
rather than hiding them in the Post Office budget would be voided. 

That the present rate of $2.37 per ton-mile is considerably in excess of a fair 
compensatory mail rate based upon costs is evidenced by a comparison of your 
mail revenues with your other forms of traffic: 

Pan American World Airways revenues—year ended September 30, 1949, 
according to CAB: 

Per ton-mile 

Passengers 
Express . 39 
2. 37 

It is thus easily seen that at present the Post Office is being compelled to pay a 
mail rate to Pan American which is much higher than a fair compensatory rate 
would be. Obwiously, it is an unfair burden for the Post Office to have to pay over 
three times the passenger rate for mail, a type of traffic which does not have to be 
solicited, advertised for, nor fed, nor fussed over en route. A comparison with 
the freight rate shows an even greater disparity, with the Post Office having to 
pay six times the express rate for mail, a type of cargo which requires no solicita- 
tion and which is delivered and picked up by the Federal Government. 

Instead of reducing the present Post Office mail rate to a compensatory mail 
rate based on cost, which would be done in the case of domestic carriers, Mr. 
Trippe’s proposal would lift the charge to the Post Office even higher, and then 
would add on top of that some additional subsidy. 

The Universal Postal Union rate at present covers only about 3 percent of 
American airmail going abroad. It is a rate devised to cover only the odd situa- 
tion where the United States wants to move United States mail but does not have 
a United States airplane handy to move it. It would be ridiculous to make this 
odd rate cover the other 97 percent of our air mail going abroad, which is United 
States mail on United States aircraft. 

Furthermore, Mr. Trippe’s proposal would be discriminatory in two ways: 

(a) A domestic airline having no international routes might be at a considerable 
disadvantage competing against another domestic airline which could draw large 
subsidized mail pay through its international division. 

(b) In comparing what our international airlines would have gotten under Mr. 
‘Trippe’s proposal during 1949, as compared with what they actually would get in 
mail pay, we find that every airline would have lost except Pan American, which 
would have gained $3,000,000, and American Overseas Airlines, which would 
have gained $47,000. 

The only places where I know of Mr. Trippe’s proposal having found expression 
in legislation have been in the “chosen instrument” bill supported by the Pan 
American in 1947 and earlier for the purpose of legislating that there should be 
just one United States airline to operate on foreign routes. This bill was not 
favorably acted on by either the Senate Commerce Committee or the Senate and 
received a good deal of unfavorable comment in the press and among the general 
public. 

We are opposed to continuing the present practice of concealing anywhere be- 
tween $30,000,000 and $60,000,000 a year of airline subsidies in the Post Office 
budget (1) because these. concealed subsidies add heavily to the postal deficit 
at, a time when cuts are being made in the mail services to the public, and (2) be- 
cause under an irresponsible and hidden system these concealed subsidies can be 
used as a weapon by management against labor. 

As I noted in my statement, the Hoover Commission recommended the separa- 
tion reform for the air transportation of both ‘‘domestie and foreign air mail.’’ 
We believe the separation reform should be applied equally and fairly to all parts of 
the air transportation industry. What is sauce for the goose is sauce for the 
gander. 

I am amazed by your statement that ‘‘so challenging, in effect, were Mr. Trippe’s 
recommendations to the Senate Interstate and Foreign Commerce Committee, 
that they form, in large part, the basis of that body’s report on separation affecting 
international carriers.”’ 

Does this mean, in effect, that Pan American Airways is boasting that it writes, 
“in large part,’”’ the reports of a committee of the United States Senate? 

Very truly yours, 
Hoyt 8. Happock, 
Executive Secretary, CIO, Maritime Committee. 
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GEORGETOWN UNIVERSITY, 
GRADUATE SCHOOL, 
Washington 25, D. C., August 3, 1951. 
Senator Epwin C. JoHNnson, 
Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington 25, D. C. 

Dear Senator: A few days ago you expressed interest in the yellow work 
sheets which Mr. Murtha in my office had gotten up on the breakdown of airline 
revenues by mail, passengers, express, freight, and you told Mr. Sweeney and me 
that you wanted them in the record. 

Accordingly we have finished the job and here it is to go into the record of 
your hearings. 

Looking the figures over, I am impressed with the present great disparity 
between what the airlines charge the Post Office for mail and what the airlines 
charge for passengers, express, or freight. 

There is an awfully big spread there, and I am afraid the taxpayers are footing 
the bill for it. 

At various points throughout the hearings you expressed great interest in the 
express charges and in the similarities between express and mail. 

One thing I notice about the express charges on all airlines, Big Four, other 
trunks, feeders, and international, is ‘the relative uniformity of the revenues 
derived by airlines for express. That in itself is something to think about when 
we contrast that uniformity in express revenues with the enormous disparities in 
mail revenues. 

In view of your interest also in the suggestion advanced by Mr. Prescott and 
other witnesses that, pending determination of a mail rate under fully distributed 
cost allocation, the temporary mail rates be set at the average revenues from 
freight and express, we have added those figures as column five. 

If this system were used, there would be a certain rough justice about it, 
inasmuch as there would be automatic weighting in the direction of higher express 
rates for those short-haul lines which carry mostly express, and weighting in favor 
of lower freight rates for the long-haul lines which have larger loads. 

Therefore the smaller regional line which carries mostly express and very 
little freight will be getting paid for mail at something very closely akin to the 
express rate, whereas the transcontinental lines, which are more long-haul and 
large-load type of carriers, will be getting something closer to the freight revenue. 

The economies to the Post Office from following this pattern would be, tempo- 
rarily at least until cost allocation is figured out, around $98,000,000 a year. 

The weighted averages of freight and express revenues for the four principal 
groups of airlines are as follows: 

Cents 
1. Big Four ie Six Sn eat — 23 
2. Other trunks - - -_- ‘ sila dan . 23 
OS a eee sation’ oak iy é ; iia 
4. Internationals _ - a oes ; ated 36 


It is often alleged that the average of express and freight (property) revenues 
would be unsuitable as a guide even for temporary mail rates, because of the greater 
priority given to mail. ‘I hope you will secure from the Post Office a direct answer 
as to whether or not there is a real priority being given to mail, and if so, how costly 
this is to the airlines. I notice that in CAB Docket 2849 (Big Four Mail Rate 
case), the Post Office has stated that its so-called priority regulations “have merely 
the effect of preventing the carriers from furnishing a service to the Department 
which is inferior to the other services rendered for comparable nonmail traffic.” 

Another thought comes to mind in looking over these tables, and that is that 
the airlines seem perfectly able to break their revenues down between the four air 
transportation services which they render, to wit: 

1. Mail. 

2. Passengers and free baggage. 
3. Express. 

4. Freight. 

Since they have already had some experience in the four-way breakdown of 
revenues, I should think it would be not too difficult for them to achieve a similar 
four-way breakdown of their costs. Only in such a way can it be seen whether 
the charges to the public for passenger, express or freight service or the charges for 
the Post Office for mail service are out of line with costs or not. I am frank to 
say that I see no other way of getting at the mail costs, which are the standard for 
mail compensation under 8. 436, which our citizens committee has endorsed. 
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Now the airlines have alleged that this is a great burden upon them to figure 
the accounts on this four-way breakdown. I say that it is a very considerable 
burden to millions of taxpayers all over the country to fill out their forms which 
are required four times a year, and it is even more painful at the end of filling the 
tax return to pay the tax. 

Now, inasmuch as the mail charges assessed to the Post Office by these airlines 
are coming out of tax money, it would seem to me that it is not unreasonable for 
them to go to some trouble to keep their books in such a way that it is known how 
much it costs to fly the mail. Also, since these airlines contemplate receiving a 
direct subsidy also from the taxpayers’ money, it should be seen where among the 
air transport services rendered by them the subsidy is being applied. 

It should be borne in mind that there are only 51 airlines receiving air mail 
subsidies, whereas there are about 90,000,000 taxpayers in the United States. 

I am sure that if this air mail subsidy system involved only a small amount of 
money, there would be very little public sentiment to get the subsidies separated 
from the mail pay and the whole system put on a sound cost allocation basis. 

But it must be remembered we are not talking here about nickels and dimes. 
We are talking about millions which are rapidly creeping up into billions. 

It was to my astonishment that I discovered from the Comptroller General, 
based on the tabulation compiled by his General Accounting Office, that the 
amounts given out under the misleading label of ‘air mail pay”’ since the end of 
World War II added up to over one-half billion dollars. 

Therefore it is high time that there should be a sound accounting of all this 
money under a system which provides the mail bear only its fair share of the 
overhead and not a disproportionate share. 

And, as I think vou have heard from many witnesses and read from many 
newspaper and magazine articles, the public is getting thoroughly fed up with 
seeing an industry fed with millions and millions of dollars each month in hidden 
subsidies which are given out without the publie’s knowledge or the publie’s 
consent. 

That is why our citizens committee urges you to report favorably 8. 436, as is. 

Respectfully, 
LANGDON P. Marvin, Jr. 


Airline revenues per ton-mile 2 months ending Dec. 31, 195 
Air! t rt le—12 month ling D 1, 19501 


I. DOMESTIC AIRMAIL CARRIERS (TRUNK LINES 


United Passenger 
States mail | (including Express 
Airline revenue per) baggage revenue per rey 
ton-mile | revenue per) ton-mile 
(adjusted) ton-mile 


Weighted 
iverage of 

freight and 
express 


Big 4: 
American. . . a $0. §255 f $0. 3442 $0. 1983 
Eastern f . 3545 1875 
United = ; ; : py . 3378 1816 
TWA eal ach Sad - é oe . 3466 . 1948 

Other 12: 

Northwest 

Braniff __. 

Capital 

Chicago and Souther 
Colonial. -- ae 
Continental 

Delta 

Inland __. eae 
Mid-Continent. 
National 

Northeast - ._- 
Western 


3422 1886 
. d285 2091 
. 3442 1902 

3450 2425 
. 4002 4020 
. 3934 2506 

3003 . 1863 
. 3541 2439 
. 3476 2341 
. 4137 1631 
. 4299 3654 
. 3318 2380 


— 


RrmNm oo ON N es 


Tote 575 3440 92: 
Potal......---- = Ss ; 344 1923 


Footnote on p. 684. 
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Airline revenues per ton-mile—12 months ending Dec. 31, 1950 \—Continued 
II. DOMESTIC AIR MAIL CARRIERS—FEEDER LINES 


States mail | (including | Express Freight Somes, 
revenue per| baggage) | revenue per| revenue per coin? e o rl 
ton-mile |revenue per) ton-mile | ton-mile | "ent an 
| (adjusted) | ton-mile ) 

Boe me 
| 


- 
| United | eceatene 
Airline | 





$0.624 | $0. 4017 | 
‘621 3044 
i. 


All American. 
Bonanza 
Central 


Frontier 

Lake Central 

Mid-Continent 

Mid-West 

Ozark 

Piedmont 

Pioneer 

Robinson 

Southern 

Southwest 

Trans-Texas. 

West Coast satin win tehwidieiaeiianle 
PR eas sted niet cll ents inwnheneogee te 
Wisconsin Central 

Helicopter Air Service 

Los Angeles 


. 522 .3481 | ~—«. 2680 |___ 
. 633 8 | 
- 605 | 











Ill. INTERNATIONAL AND OVERSEAS AMERICAN-FLAG 





. American . 7380 | $0. 472 
2. American Overseas ? . 1890 . 754 
3. Braniff ; . 8993 . 804 | 

. Chicago & Southern -_. | . 5167 . 707 
i Sg oxo ihe nc ec eee . 5230 | . 555 | 
}. Eastern . 7066 . 434 | 


. Northwest . 1267 
Oy ETE on cic ne Sacddeacocenaseeaeee . 8209 
10. Alaska Op 3. 0293 
li. Atientic.......... . 8517 
12. Latin America___- oe . 4969 
13. Pacific | . 918 
_ ER aitksn tesa hte ka bes ante ‘ . 8831 
14. TV hiekacheceneadninmasiee we | 
15. U shed sities 
16. Uraba, Medellin and Central. 


- 613 
. 866 
- 618 
. 736 
. 690 


! 
. National . 9487 . 658 | 











Total international 2. § 5756 | | 





1 Prepared by Langdon P. Marvin, Jr.,from CAB recurrent reports of financial and mitened ti traffic | data. 
? Merged with Pan American World Airw ays, Inc., Sept. 25, 1950. 


Mr. Marvin. The general conclusion that I come to, Mr. Chair- 
man, is that you have approximately the same line-up as there has 
been for a couple of years; that the Administration, with varying 
degrees of enthusiasm, from the President and the Post Office with 
the most down to the CAB with the least enthusiasm, have consistently 
favored it; and a number of outstanding members of the Congress 
including C ongressman Kennedy and Senator Lehman and six House 
and Senate committee reports have favored it; labor organizations 
have favored it. 

I might say, incidentally, there is a statement made by Mr. Trippe 
that organized labor endorsed his UPU proposal. That might be 
partially true, but it is only very partially true, as witness their 
immediately preceding statement signed by the aviation labor leaders. 

The statements by the CIO (Mr. Bredhoff) and the A. F. of L. 
(Mr. Sullivan) before this committee are that labor has been solidly for 
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separation, they have been solidly for the Kennedy-Heselton-Johnson 
bill in the Eighty-first Congress and for S. 436 in the Eighty-second 
Congress. The veterans organizations have been solidly for it; 
citizens and taxpayer groups have been for it; the nonsubsidized air 
lines have been for it; and the railroads have been for it. 

That is a very strong line-up favoring S. 436. In opposition have 
been only those who are on the receiving end of the mail pay, and an 
increasing number of them, it is I think true, in the 2 years in which 
studies and hearings have been held, have come around to the prin- 
ciple of it and are in*favor of the principle, and I think that has been a 
healthy thing and so there has been that much gain from 1949 to 1951, 
as the result of waiting. More has been learned and there is more 
consent for separation among the people receiving the mail pay. 

On the other hand, subsidized-airline witnesses have been scattered 
among a remarkable number of different attitudes and different 
proposals so it is a little hard to see just what it is that they do want, 
and it seems that they are very bard to please. 

I believe that Mr. Pierson of the TWA made the statement that 
not one of the seven bills quite meets the standards he suggested. 
Well, of course, no bill is going to meet everybody’s ideas. Everybody 
seems to want a special thing on the mail compensation. 

I believe the witnesses from the Big Four said they do not want the 
cost limitation and that there should be more than one class of rates, 
and then the other 12 trunk lines agree that they do not want the 
cost limit but want only one rate so they won’t lose business to the 
Big Four; but then the feeders come along and they more or less want 
to be left out entirely; and then the internationals come along and 
they want to be left out entirely or they want it pegged to UPU, 
and the only thing that I can see is that if you added all of those 
requests together you are not going to have any separation at all, 
we will have just about what we are paying now. 

Not that there have not been a great number of excellent suggestions 
made by the airline witnesses. 

But I do hope that the most important thing will be borne in mind, 
which is the interest of the public because the public is called upon to 
pay taxes up and up and up, and this money, these millions of dollars 
are spent for airline subsidies and that has been done without public 
knowledge and without the public consent, and it should not be done 
in a democracy, and I think that there is one little improvement in 
our democracy that can be made by this committee. 

The Cuatrman. What do you think about the proposal to increase 
the air-mail postage rate from 6 cents to 8 cents? 

Mr. Marvin. Well, I was very surprised, Mr. Chairman. I would 
rather submit a letter when I have studied it. I believe we did finally 
get the hearings. There has been no report. I just do not know 
enough about it, without studying it. 

I remember sometime ago the Post Office Department testified that 
domestically, if you took the subsidy out, 5 cents would be about 
right. (House Post Office and Civil Service Committee, 80th Cong., 
December 1947; Assistant Postmaster General mimeographed state- 
ment, p. 8.) 

Now, that was some time ago and, of course, costs have gone up. 
But, if that is true, that 5 cents would be about right, then there is 
3 cents that the public should not be paying for letters—and, Mr. 
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Chairman, the average situation with domestic air mail is this: That 
the post office will tell you that most of it is social correspondence. 
It is not multigraphed or mimeographed material from business 
houses; it is mostly social correspondence, and if the private citizen 
is going to pay an extra 1, 2, or 3 cents to cover the subsidy deficit it 
would be unnecessary if the subsidy were to be removed. I would 
like to study these reports and write you a letter about it. 

I do want to say that there is a factor, with the air mail being mostly 
social mail of individuals—and when residential delivery has been 
cut to one delivery a day, what is the point 6f paying enormous 
sums on very frequent air service? Here is the proposed restriction in 
that same bill, S. 1870, which says that, ‘The Postmaster General 
shall not delay the expeditious handling of the mail or withhold mail 
from an air carrier because the rate for the transportation of mail pay- 
able to such air carrier may be higher than the rate payable to a 
competing carrier.”’ 

In other words, he cannot save a nickel: it has got to be paid; he 
has got to spend it on the airlines. 

Well, there is no point in drawing the thing out, especially since I 
am the wind-up witness to your 6 weeks of hearings, but where it gets 
to a city having only one delivery a day in the residential area, while 
we are spending millions for shipping mail on planes each hour, then 
it is spending too much in one place and not enough in the other. 

The Cuarrman. Mr. Marvin, we are very glad to have your views, 
and we appreciate your coming back aod giving us the benefit of your 
studies. 

Mr. Marvin. Thank you, Senator Johnson, I appreciate the oppor- 
tunity very much. 

The CuarrmMan. This completes our witnesses in this hearing, with 
the exception that Mr. Tipton would like to present some additional 
testimony which he is willing to do by having it inserted in the record 
at a later date. 

We have some letters and a statement from the Postmaster General. 
They will be made a part of the record. The Postmaster General did 
not want to appear. 

We also have a statement coming up from Mr. Selig Alschul, who 
has made a study for the committee, which will be made a part of the 
record when he submits it. 

(Letters and statement referred to are as follows:) 


PASSENGER-SERVICE Dericir—Raitways oF Ciass I 


According to the May 11, 1951, issue of the Monthly Comment on Transpor- 
tation Statistics of the Bureau of Transport Economics and Statistics, Interstate 
Commerce Commission, the railway passenger service deficit for the calendar year 
1950 was $508.5 million, compared with a deficit of $649.6 million for 1949. 

These statistics are developed on the basis of the Commission’s formula for 
separation of operating costs between freight and passenger services. That 
formula, made effective initially in 1920, was amended in 1936 by the Commission, 
and the amended formula is still in effect. The Commission now bas under con- 
templation further amendments to the formula, which if adopted will not become 
effective before January 1, 1952. That is, the amended formula would be applied 
for the first time to operations for the year 1952. The proposed amendments 
are quite extensive, but their over-all effect on the results of applying the formula 
is not expected to be substantial. 

The reduction in the deficit, from 1949 to 1950, was due in part to the fact that 
in 1950 the railroads credited their mail revenue (included in passenger-service 
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revenue) about $107 million of back mail pay, earned during the years 1947 to 
1949, but not taken into their accounts until 1950. 

The following excerpts are from the Monthly Comment referred to above. 

“The separation of net railway operating income by class of service as reported 
annually by class I roads beginning with the vear 1936 is based on the Commis- 
sion’s Rules Governing the Separation of Operating Expenses, Railway Taxes, 
Equipment Rents and Joint Facility Rents Between Freight Service and Passenger 
Service and on the separation of operating revenues as shown in the carriers’ 
annual reports to the Commission.”’ 

“For the year 1950 the deficit from passenger and allied services for class I 
roads as a whole amounted to $508.5 million, a decrease of $141.1 million from 
the all-time peak deficit of $649.6 million reported for the year 1949. This 
deficit absorbed 32.9 percent of the 1950 freight service net railway operating 
income as compared with 48.6 percent in 1949 and 35.9 percent in 1948. Tow- 
ever, the carriers’ 1950 passenger service revenues were augmented by about $149 
million of retroactive mail pay, $107 million of which was applicable to the period 
February 19, 1947—December 3], 1949, and about $42 million to the calendar 
year 1950. If the $107 million mentioned above is deducted from the 1950 reve- 
nues from passenger and allied services, the deficit for those services would amount 
to $615.5 million for that year. * * *” 


E. R. JELsMA. 
JuLy 26, 1951. 


MEMORANDUM ON Raitway Marit Pay REvENvES PER Ton-MILE 


1. Ton-miles of nonlocal mail handled by carriers other than air 

in United States, year ended June 30, 1949__ 3, 030, 681, 277 
2. Post Office Department expenditures for nonlocal domestic 

transportation services other than air, year ended June 30, 

1949 ae ss aera : she $252, 681, 990 
3. Computed rate per ton-mile (cents) - - 


This overstates the railroad ton-mile rate for reason that post-office expendi- 
tures include cost of distribution space in railroad cars which is used by post 
office emplovees for sorting mail en route. Excluding the cost of such space, and 
making allowance for the fact that mail carriers other than rail experience a higher 
revenue per ton-mile than do the railroads, the rail rate in the fiscal year 1949 
was about 7.25 cents. That figure does not include the retroactive setilement 
between Post Office Department and railroads for back mail pay agreed to on 
October 11, 1950. Inciuding effect of that settlement, the railroad rate for 
handling mail from February 19, 1947, to and including December 31, 1950, was 
about 8.6 cents per ton-mile. 

The foregoing average payment of 8.6 cents per ton-mile for railroad mail 
includes all classifications of mail. Restricting the calculation to first-class mail 
alone, and eliminating distribution space not occupied by mail, the railroads in 
fiscal 1949 were paid $13,317,193 for the transportation of such mail. This was 
at an average rate of 12.67 cents per ton-mile (105,103,909 ton-miles). Including 
effect of October 11, 1950, back-pay settlement, the average would be approxi- 
mately 15.08 cents per ton-mile. 

E. R. JELSMA. 

JuLy 26, 1951. 


Aveust 2, 1951. 
Hon. Epwin C. JoHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR JOHNSON: Pursuant to your grant of permission, I am enclosing 
copies of a supplemental statement for inclusion in the record of the hearing on 
subsidy-separation legislation. To avoid any unnecessary delay in submitting 
the statement, I have relied upon statistics which were immediately available 
to us, and have not taken time to bring them all up to date. I believe, however, 
that they are sufficiently recent in all cases to serve their purpose. 

In order to set the record straight, it has been necessary in this statement to 
deal with the two new issues which were raised by Mr. Jelsma in his testimony. 

A substantial part of his statement was devoted to a restatement of the oft- 
repeated railroad charges that subsidized airline competition is responsible for 
railroad passenger deficits. That charge was answered in detail by Mr. Ram- 
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speck in testimony presented last summer before the subcommittee of which 
Mr. Jelsma is staff director. Any fair appraisal of the facts in the case demon- 
strates that there is no real relationship between airline subsidies and railroad 
passenger deficits. I have included in the supplemental statement a detailed 
analysis of the facts which demonstrates that the unfavorable trend in railroad 
passenger traffic not only antedates the inauguration of competitive airline service 
but is attributable to factors quite independent of airline competition, whether 
subsidized or unsubsidized. Also, we showed that where railroads introduced 
modern, speedy, and comfortable passenger trains they filled them and made 
substantial profits from theic operation. 

Mr. Jelsma also introduced the issue as to the relative importance of the rail- 
road and airline industries from a national-defense standpoint. I had not regarded 
that issue as having any bearing on the question of subsidy separation since. 
Had the question come up, no one would have questioned the magnificent contri- 
butions of surface carriers to national defense. However, we must answer Mr 
Jelsma’s testimony on this point, not because he stresses the importance of the 
railroads to national defense but because he sought to minimize the airline con- 
tribution. To argue, as he does by implication, that the airlines are of little 
national-defense importance because they cannot carry the heavy equipment 
needed by infantry and armored divisions is just as unfair as to argue that the 
railroads are of no importance because they cannot cross the Atlantic. 

I have also undertaken to set the record straight on certain misinterpretations 
which Mr. Jelsma has made of the testimony of airline witnesses in the course 
of the hearing. 

I apologize for incumbering the record of your committee with material which 
has so little direct bearing on the question at issue. I am sure that you under- 
stand, however, that we cannot permit such arguments as those made by Mr. 
Jelsma to go unchallenged, whether they are relevant or not. 

I should like to express once again my appreciation of your sense of fairness in 
permitting me to answer Mr. Jelsma’s testimony. 

Cordially, 
S. G. Tipton, 
General Counsel. 


SUPPLEMENTAL STATEMENT OF S. G. TipTon, GENERAL CouNnsEL, Arn TRANSPOR1 
ASSOCIATION OF AMERICA 


SUBSIDY SEPARATION 


On the final dav of the hearings on subsidy-separation legislation and after all 
airline witnesses had appeared, Mr. E. R. Jelsma, staff director of the Subcommit- 
tee on Domestic Land and Water Transportation, presented a statement raising 
at least two new issues which had not been considered in the testimony of the air- 
line witnesses. Moreover, in discussing one of those issues, Mr. Jelsma repeated 
charges antagonistic to the airline industry which have been frequently made by 
railroad spokesmen. Although the airlines’ answers to the charges were available 
in the records of his subcommittee, Mr. Jelsma did not include them in his state- 
ment. In order that the record of this hearing would be complete, therefore, | 
requested permission to file a supplemental statement. The chairman, with his 
customary fairness, granted the request. 

A considerable portion of Mr. Jelsma’s statement is devoted to the charge that 
subsidized airline competition is responsible for railroad passenger deficits. That 
is a charge which the railroads have been making for years. It was answered in 
detail by Mr. Robert Ramspeck, the executive vice president of this association, 
in a statement which he presented before the subcommittee of which Mr. Jelsma 
is staff director, on May 25, 1950. Since Mr. Jelsma has apparently accepted the 
railroad charge and advanced it as his own conclusion, without mention of the air- 
lines’ answers, it is necessary to repeat those answers in order to clarify the record 
of this hearing. 

Airline subsidy is largely irrelevant to a consideration of the factors responsible 
for the railroads’ financial condition. As the railroads concede, the airlines’ 
competitive threat is found in the field of passenger transportation. This is the 
area in which the airlines have made the greatest traffic gains. But it is not 
realistic to assign to airline competition major responsibility for loss of rail 
passenger business; and it is even less realistic to attach that loss to any subsidy 
the domestic airlines may be receiving. The Big Four airlines have been carrying 
the mail under service (nonsubsidy) rates for the past several years, and a settle- 
ment on the new rate has been announced during the course of this hearing. 
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Those four carriers transport 71 percent of the airline passenger business in this 
country, and it therefore cannot be argued that any part of this passenger business 
has been diverted from the railroads by reason of air-mail subsidy. If there is any 
diversion from the railroads as a result of air-mail subsidy, it must be included 
in the remaining 30 percent. 

Actually, as has been pointed out repeatedly, the effect of any subsidy element 
in mail compensation is to permit carriers to serve points and routes, the traffic 
potentialities of which are so low that service on those routes could not be provided 
without substantial operating losses. Even if service on these routes and to these 

oints were eliminated, it is clear that the railroad financial condition would not be 
improved, since the railroads do not rely upon these areas to support their 
passenger business. 

Consider also the traffic trends of the last decade—1940 to 1949—and compare 
the shares of the travel market held by the railroads and the trunk airlines in 
1940 and 1949, respectively. The following table, with traffic expressed in pas- 
senger-miles, shows the respective shares in 1940 and 1949, with 10 years of 
increasing airline traffic, and 5 years of heavy war gains followed by severe and 
continuous declines on the part of the railroads since 1945. 


Revenue passenger-miles of the 16 domestic trunk airlines and the class I steam 
railroads of the United States, 1940 and 1949 


[Expressed in millions of passenger-miles] 


Percent 
1940 1949 Difference change 
(increase) 





Class I railroads: 
Pullman. - F . | 7,293 | 9,349 | 2, 056 
Coach... Wasekaca pene eee ae 7, 793 


Mobel oe Sdn k kL es | 9, 849 
Domestic trunk airlines. ---..----. Bs nee, A ti ok ier 5, 515 


Grand total | 20,820 | 36, 184 15, 364 73.8 
| ! 


Competition between railroads and airlines as expressed in their shares of the 
traffic was small prior to 1938. Even in 1940, the first year in which the airlines 
passed | billion passenger-miles in one calendar year, air traffic was but 5 percent 
of the rail. And in 1949, after a decade of airline expansion, the latter had only 
22 percent as many passenger-miles as did the class I railroads. 

Despite an absolute gain of 5.5 billion passenger-miles by the airlines, the rail 
carriers themselves gained 9.8 billion passenger-miles, with a 28 percent increase 
in pullman and a 62-percent increase in coach. If the war years are omitted, as 
well as the years immediately following when readjustments from war conditions 
were taking place, the class I railroad passenger-miles in 1949 were higher than 
obtained in any vear from 1926 to 1942, and almost 150 percent greater than the 
depression low of 1933. The airlines have gained traffic, but so have the railroads, 
despite sharp competition from intercity busses and private automobiles. The 
rails have gained more traffic than did the airlines between 1940 and 1949. 

In the year 1949 the railroads lost about 16 percent of their revenue passenger- 
miles, and the airlines enjoyed a 12-percent gain. In that year the railroads lost 
about 4 billion passenger-miles in coach service, and 1.7 billion passenger-miles 
in pullman. Together these accounted for a loss of 5.7 billion passenger-miles 
for the class I railroads in 1949. On the other hand, the airlines gained only 740 
million passenger-miles after some 3 years of nearly stationary traffic. The rail- 
roads’ loss of passenger traffic in 1949 was more than seven times as great as the 
airlines gain. During the last 4 years factors much more important than airline 
competition worked to produce that result. 

Undoubtedly some of the airline traffic might have moved by rail if no airlines 
had been in existence to carry it. Some of the airline traffic was doubtless created 
by the type of service they have to offer; some of it was probably drawn from high- 
way carriers; and some from the railroads. But the basic fact confronting the 
railroads is this: Their passenger traffic has shown a declining tendency ever since 
the close of the First World War, years ahead of the arrival of commercial air 
transport. Rail passenger traffic began to register definite annual declines in 
1923, and continued steadily to drop during the prosperous 1923-29 period. With 
the onset of the depression, rail passenger traffic dropped precipitously to the low 
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of 1933, when only 12 billion passenger-miles were carried. That decline was 
then generally attributed to the rise of automotive competition plus the impact 
of the depression. After 1933 the rail carriers succeeded in effecting a partial 
recovery which gave them the 19.7 billion passenger-miles shown in the tabk 
above for the year 1940. 

This reversal of trend in the years following 1933 was partly due to reviving 
business, but also to two major policies employed by the railroads. They im- 
proved their equipment, particularly the motive power used on the principal 
routes between important traffic centers, thus increasing the speed and comfort 
of the service. They reduced the rates charged in both the pullman and the 
coach branches of the service. The Second World War produced the largest 
volume of passenger traffic the railroads of the United States had ever carried, 
and for those years actually returned a profit to the lines. It was not expected, 
however, that the railroads would retain much of this war-oceasioned traffic 
when the economy of the Nation should return to more normal conditions. At 
the end of the war an immediate decline in rail passenger traffic began which has 
continued throughout every subsequent year. With the return of the private 
automobile no other result could be expected, and no other result should have 
been anticipated by the carriers themselves. 

Thus, it should be evident that even though the airlines are carrying some 
passenger traffic which the railroads might carry were there no airlines in existence, 
the basic cause of the present decrease in rail passenger traffic is a resumption 
and continuation of a trend that long antedated the rise of air transport; a trend 
much more powerful than recent airline competition; an economic force for which 
the airlines are not in any respect responsible. 

But another factor appears also to be very important. During the 1930's, as 
I have already remarked, the railroads did recover considerable traffic by using 
two devices—improved services and decreased rates; not one alone, but both in 
combination. Taken in conjunction with improving business they produced a 
substantial traffic recovery by 1940. 

The railroads have not followed this course since the close of the Second World 
War. Some of the railroads have continued to improve their passenger service. 
They have extended the scale of dieselization, purchased new types of equipment, 
improved the speeds of their fastest trains. 

But in contrast with prewar policies, railroad passenger fares have been rising 
quite substantially since the war. Passenger-mile receipts are a rather rough 
and not very accurate measure of trends, but since the present problem requires 
only a rough comparison, they may be used to compare 1940 with 1949. The 
following table presents a comparison of rail coach, pullman, and airline passenger- 
mile receipts. 


Average passenger-mile receipts, class I steam railroads, and domestic trunk airlines, 
1940 and 1949 


[Passenger-mile receipts in cents] 


Domestic 
Rail coach | Rail pullman airlines 


1940 ; SE IEE 7 1, 67 30 
1949 Sania hateyiegieaade 2. 41 3.14 


Absolute difference ______- ais ov . .74 . 84 | . 50 
Percent increase. -_...- : 2 en 44.3 36.5 10.0 


! Reported as 5.03 cents, but by reason of changes made in the method of computation in 1943—it is neces 
sary to raise the figure to 5.25 cents for comparison. 


Thus rail fares have increased much faster than airline rates since the close of 
the war. Rail coach is up over 44 percent and rail Pullman is up over 36 percent, 
while airline fares have risen only 10 percent. 

As a result, both coach and pullman charges have been drawing closer to the 
airline fares. This trend is even more significant than the table indicates, for 
rail mileages are from 15 to 20 percent greater than airline mileages between the 
same pairs of points. Furthermore, rail pullman service requires the addition of 
berth and seat charges, which also have been increasing. Consequently, on a 
number of important traffic routes the airline charges are either lower than the 
railroad fares or so close to them that the passenger no longer finds fare differ- 
entials an important factor in his choice of service. 
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Meanwhile, air service is improving, and will continue to do so. In speed air 
transport is far ahead of the railroads, and will increase its advaatage in that 
respect. Airlines are improving their safety, dependability, and passenger 
service. The service and price differentials which formerly favored the railroads 
having thus declined or disappeared, it is inevitable that an increasing proportion 
of our population should choose airlines rather than railroads for all but the 
shortest trips. 

It is perfectly clear, then, that two major factors have been responsible for the 
postwar loss of rail passenger traffic—the loss of war traffic that could not be 
expected to continue after the war, along with a resumption of the downward 
trend in traffic which began in 1923, and the reduction in the rate and service 
differentials between air and rail. Both major factors are increasingly favorable 
to the airlines, and have been growing and will continue to develop, subsidy or 
no subsidy. 

It might be argued, I suppose, that had it not been for subsidy, airlines would 
have been required to increase their rates to the same extent as did the railroads, 
but this would ignore the success the airlines have had during this 10-year period 
in reducing unit costs, notwithstanding the increase in general price levels. 
Airline operating costs per revenue ton-mile in 1949 were 54 cents for the domestic 
trunk lines, compared with about 65 cents in 1940. In 1940, the class I railroads 
of the country operated about 391,000,000 train-miles in passenger, mail, and 
express service, and the operating costs allocated to them aggregated about 
$780,000,000, or about $1.98 per passenger train-mile. In 1948, these same 
carriers operated about 407,000,000 passenger train-miles at an allocated cost of 
over $1,300,000,000—a cost of $3.23 per train-mile. Thus, while airline revenue 
per ton-mile of operating costs, was declining from 65 cents to 54 cents, or 17 
percent, rail-passenger train-mile operating costs were increasing from $1.98 to 
$3.23, or an increase of about 63 percent. Thus, it was improvement in airline 
equipment and operating efficiency which permitted them to hold their rates in 
line as compared with the railroads, rather than the effect of any subsidy that the 
airlines may have received. 

Within recent years some of the progressive railroads have made commendable 
efforts to regain some of their lost passenger traffic by providing the public with a 
good passenger service. A recent study of railroad streamliner service, including 
coach and combination coach-pullman service, reveals that when a railroad offers 
the public a good service, the public responds and the operation is profitable. 
In this study, gross revenues and direct operating expenses were obtained for 58 
streamlined trains, operated by 20 class I railroads during all or parts of the 
years 1947, 1948, and 1949. 


Passenger train revenues, selected railroad streamlined trains, 1947 and 1948 ! 


1947 1948 


| Passenger | Passenger Passenger Passenger 

|} revenue train reve- revenue train reve- 
per train- nue per per train- nue per 
mile train-mile ? mile mile ? 


United States #__._._._- edit oe wate as 2. 322 $3. O85 $2. 369 
Eastern railroads * 2. 858 3. 513 2. 984 
Range for streamlined trains ! . . 837-4. 271 1, 831-3. 579 31-3. 867 
Southern railroads ? p 2. O5¢ 2. 794 2. 081 2. 904 
Range for streamlined trains !___- ; 1. 768-5. 582 | 1. 883-5. 620 1. 748-7. 493 ; 7. 560 
2. 783 1, 887 2. 857 
5. 776 2. 574-5. 115 2. 894-5. 642 


Western railroads 3 5 ; : 
Range for streamlined trains ! 2. 488-5. 435 2. 740-£ 


1 Condensed from Report on Streamline, Light-Weight, High-Speed Passenger Trains, Coverdale and 
Colpitts, New York, 1950. Also see Railway Age, Mar. 4, 1950. 

2? From passengers, mail, baggage, and express. 

3 For all passenger train service, including streamlined trains. 


In 1947 the national average of $2.322 passenger revenue per train-mile was 
exceeded by 10 of the 13 trains for which data were reported. Even with mail 
and express and other passenger train revenué included, 8 of the 13 had higher 
amounts. 

In 1948, 12 of 15 trains bettered the national average for passenger revenue 
per train-mile, with 10 having a higher figure for passenger-train revenue. These 
figures support fully the folloWing statement from the report. 
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“Tt is more or less generally accepted as a fact that the streamline train has 
been instrumental in holding to the rails traffic that otherwise would have been 
lost to competitive transportation agencies, the automobile principally and the 
bus and airplane in lesser degree, notwithstanding these have enjoyed the benefits 
at small cost of large publicly financed facilities, and, in the case of the airlines 
high subsidies from air mail as well. 

“It is felt that modern streamline trains have held their own against the com- 
petition of the airplane and in some cases have retrived a certain amount of traffic 
from the air, particularly in the period before rail coach fares were raised. Now 
that rail fares have been increased and air fares reduced, the opinion is expressed 
that the new trains have lost some of their effectiveness in this respect. 

“The new trains, particularly on long hauls, but in many instances also on 
short hauls (notably the short distance Rock Island Rockets and Burlington 
Zephyrs), have been remarkably successful in securing new rail traffic. 

“The consensus of opinion of the executives tends to confirm the results of 
prewar questionnaires: (a) that generally as each new train is put on a portion of 
its traffic is diverted from other trains, varying in amount on different roads; 
(6) that in each instance an important segment of the new train’s traffic js built 
up from the highways; and (c) that in some cases a not inconsiderable amount is 
traffic generated by the new trains which otherwise would not have moved at all. 

“Items (b) and (c) may be said to be newly created rail traffic. They represent 
the net traffic gains in streamline-train operation and taken together are frequently 
a large percentage of the total. 

“Tt also appears to be the belief that the streamline train is the most effective 
vehicle presently in the possession of the railroads for meeting the competition 
of other common carriers and for reversing the trend toward encroachment upon 
railroad traffic by the private automobile.” 

The 58 streamlined passenger trains covered in the Coverdale and Colpitts 
report were operated by 20 railroads and netted in the period covered by the 
report (1947-48 for most trains, and 1949 for some) $48,585,351 over out-of- 
pocket costs, a return of 49.7 percent of the gross. As this figure represents an 
average, a large number of these trains were very profitable. The extent of 
profitability is shown by the following table which covers the operations of these 
trains during all or part of 1948 and in many instances since that time. 


Percent of gross revenues from operation of streamlined passenger trains on selected 
railroads remaining after payment of our-of-pocket costs 
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Essentially, then, 83.4 percent of the trains cleared more than 30 percent over 
out-of-pocket expenses, with exactly two-thirds of the trains netting 41 percent 
or more. 

In 1948 class I railway expenses per passenger-train mile, as assigned by the 
Commission, were $4.49, as compared with passenger and allied service revenue 
of $3.52 per passenger-train mile. It is noteworthy that 37 of the trains grossed 
more than the national gross revenue from passenger-train service per passenger- 
train mile, while 17 had more revenue than the national average of allocated 
expenses per passenger-train mile. 

A few examples will indicate how railroads have improved their net revenues 
through the introduction of streamlined high speed service. 

The Central of Georgia in 1947 introduced two small streamlined trains for 
local service. The first replaced a steam train of old type coaches operating 
for the 117 miles between Columbus and Atlanta at an out-of-pocket loss. Since 
its origin this train has had a load factor of 68 percent. In 1948 it was able to 
net 22.6 percent over out-of-pocket costs, a significant development in that this 
has been an improvement over the period in which the train operated at an actual 
out-of-pocket loss. 


The 
with ar 
as 600 
differet 
which i 

Anot 
Chicag 
“rocke 
Peoria 
85 per 
percen 
are m 
increas 
load fs 
The ot 

The 
load fs 
percen 

Tha 
the fa 

Pacific 
examy 
1948 ¢ 
pocket 
nation 
class | 

Tha 
is sho 

Frane 
out-of 
daily 

Suc 
partic 
betwe 
and a 
ingtor 
factor 

Fin 
recog! 
trains 


corr” 
prelir 
ment 
enter 
train: 
were 
and | 
losses 

oT 
Miss 
estab 
10, 1 
Kans 
reve! 
it re} 
creas 
the | 
Octo 
of ec 
to th 

s6f] 
Tent 
servi 


The 





has 
een 
the 
fits 


ines 


om- 
affic 
Yow 
sed 


on 
‘ton 


3 of 
n of 
ids; 
uilt 
it is 
all. 
ent 
itly 


Live 


10n 
pon 


itts 
the 
-of- 
an 
of 
ese 


cted 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 693 


The second train covers the 294 miles between Savannah, Macon, and Atlanta 
with an average load factor in excess of 100 percent. On some week ends as many 
as 600 passengers have been carried on a train with but 270 normal seats. The 
difference, of course, is due to extra sections, etc. This train has a net revenue 
which is 47.3 percent of gross revenue of the train. ‘ 

Another noteworthy success in improving passenger service is that of the 
Chicago, Rock Island & Pacifie which, through the inauguration of its various 
‘“‘rockets,”’ has experienced a very substantial increase in business. In brief, the 
Peoria Rockets have increased passenger mileage between Chicago and Peoria by 
85 percent in 10 years. Load factors in the past few years have averaged 70 
percent. Nearly 65 percent of revenues have remained after out-of-pocket costs 
are met. The Rocky Mountain Rockets between Chicago and Denver have 
increased passenger mileage by 115 percent since 1939 and have had an average 
load factor of 80 percent. In 1948 excess over out-of-pocket was 55.6 percent. 
The other Rocket trains have also been profitable. 

The Florida East Coast Railway reports that its Champions in 1948 had a 
load factor of 54.7 percent, grossed $7.56 per passenger-train mile, and kept 55.5 
percent after paying out-of-pocket costs. 

That a railroad with modernization programs can compete favorably even in 
the face of vigorous competition is proven by the experience of the Southern 
Pacific in its Daylight service between Los Angeles and San Francisco. For 
example, the Morning Daylight began operations in 1937. This 19-car train in 
1948 grossed $8.64 per train-mile, of which 53.8 percent was in excess of out-of- 
pocket costs. Expenses were $3.99 per passenger-train mile, or well below the 
national average, while the revenue was 145 percent above the average for all 
class I railways. All of this was in the face of strong air and bus competition. 

That even long-distance passenger traffic can be stimulated by modernization, 
is shown by the success of the City of San Francisco between Chicago and San 
Francisco. In 1948 this train grossed $6.08 per train-mile, with 55.3 percent over 
out-of-pocket expenses. In 1936 this train operated every 6 days; it now is a 
daily train with 16 regularly assigned cars. 

Success of railroads in inaugurating streamlined service is not limited to a 
particular region or regions. The Southern Railway operates an all-coach. train 
between New York and New Orleans with a net over out-of-pocket of 69.1 percent 
and a consistent load factor of over 90 percent. The Tennessean between Wash- 
ington and Memphis had a net revenue of $3.34, or 69.2 percent in 1948 and a load 
factor of 114 percent. 

Finally, some excerpts from the Railway Age (August 14, 1948, p. 64) generally 
recognized as the railroad bible, indicate the profitableness of various streamlined 
trains inaugurated by the Missouri Pacific: 


‘FIRST ‘EAGLES’ EARN THEIR WINGS”’ 


“The large postwar equipment program was not undertaken without exhaustive 
preliminary studies. Officers of both roads worked through the research depart- 
ment of the Missouri Pacific in conducting a detailed study of the advisability of 
entering upon such an extensive modernization. It was concluded that the new 
trains and equipment were necessary if the Missouri Pacific and Texas & Pacific 
were to meet the accelerated postwar competition offered both by other railroads 
and by other types of carriers; that the streamliners would not only check any 
losses of traffic, but also attract considerable new business. 

“This decision was based on concrete experience. For example: The first 
Missouri Pacific streamliner, the Missouri River Eagle, a six-car day train, was 
established between St. Louis, Kansas City, Mo., and Omaha, Nebr., on March 
10, 1940. During the first 9 months of operation, this train—on the St. Louis- 
Kansas City portion of its run—earned passenger revenues (excluding head-end 
revenue) 129.6 percent greater than the 1939 earnings of the standard train which 
it replaced. For the same comparative period, system passenger revenues in- 
creased only 7.3 percent. The percent increase in 1941 over 1939 was 191.4 for 
the Missouri River Eagles, while the system increase was but 69.3 percent. By 
October 28, 1942, after 2 years, 7 months, and 18 days of operation, the two sets 
of equipment making up this train had earned $1,137,727 in net income, equal 
to their entire initial cost. 

“The Delta Eagle, a two-car streamliner, placed in service between Memphis, 
Tenn., and Tallulah, La., on May 11, 1941, on a run over which no comparable 
service had been offered previously, paid for itself within 4 years and 2 months. 
The third train, the Colorado Eagle, which went into service on June 21, 1942, 
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cost $1,467,663. Net earnings reached that amount in 290 days. Up to Decem- 
ber 31, 1947, it had earned $4.10 net per train-mile.” 

There you have some results of good railroad passenger service in meeting 
competition from the airplane, the bus, and the private automobile. It is through 
efforts of this sort, rather than repeated denunciation of subsidy to their competi- 
tors, that the railroads will meet their competition, and will check the downward 
trend in their passenger traffic which has been in existence for almost 30 years. 
While airline subsidy may be a convenient excuse for passenger losses, we have 
seen that it has no significance in explaining those losses, and that its removal] 
would have no effect in improving the railroad position. That improvement can 
come in only one way—the way chosen by a number of progressive railroads— 
improvement of service to the passenger. 

Mr. Jelsma has also introduced into this hearing the issue of the relative im- 
portance of the railroad and airline industries from a national-defense standpoint. 
I had not supposed that that issue was relevant to subsidy-separation legislation , 
which involves, principally, the questions whether subsidy and compensation 
for carrying air mail should be separately identified and appropriated for, and if 
so, how the separation should be effected. : 

It is perfectly true that airline witnesses have mentioned the importance. of 
the airline industry from a national-defense standpoint and have urged that 
separation be effected in such a way as not to diminish the industry’s ability to 
make its maximum contribution in periods of emergency. Several of these 
witnesses took issue with the statement of the chairman of the committee, in his 
press release announcing the introduction of 8. 1657, that the sole justification of 
airline subsidy was to support service at communities which were not able to- 
pay their own way, and, in that connection, pointed to the national, as distin- 
guished from local, importance of maintaining an up-to-date and efficient airline 
system—a point which was readily conceded by the chairman during the dis- 
cussions which took place at the hearings. 

Mr. Jelsma has apparently interpreted that testimony as disparaging to the 
railroads—an interpretation which I am sure was not intended by the airline 
witnesses. There is no question that the railroads did a magnificent job during 
the last war. There is no question, either, that they are today making a vital 
and tremendous contribution to the mobilization program, and will be called 
upon to make an even greater contribution in any future emergency. 

However, the ability of the railroads to make such a contribution does not 


detract in the slightest from the importance of the airlines to the national defense. 
Yet Mr. Jelsma attempts to belittle the airlines’ importance by his elaborate 
enumeration of the amount of railroad equipment required to move various 
types of divisions and his statement that the airlines “could not alone carry a 
single completely equipped infantry or armored division because they cannot 


”? 


carry the heavy equipment and do not have the available air strips. That is a 
completely misleading and unfair argument. One might as well argue that steam- 
ships are of no importence because they cannot sail across the State of Iowa, or 
that the railroads are of no importance because they cannot move a single divi- 
sion, equipped or otherwise, across the Atlantic. Each form of transportation 
has its own part to play in an emergency, just as individuals do, and because 
each cannot duplicate the abilities of the others is no reason for arguing that one 
is unimportant or that one is less important than another. 

At Mr. Jelsma’s request, the Air Transport Association made a computation 
to determine how many divisions the present fleet of the scheduled airlines could 
move in a 24-hour period a distance of 1,000 miles. When we informed him 
that, under emergency conditions, the present airline fleet could move five and 
one-half divisions a distance of 1,000 miles in a 24-hour period, together with 
150 pounds of equipment per man, Mr. Jelsma apparently did not consider the 
information as impressive as the number of railroad cars required to move one 
division. Perhaps he forgets that a modern airplane flies five times as fast as a 
passenger train moves and that it can therefore provide the same transportation 
as a railroad car having five times as much carrying capacity. 

Mr. Jelsma has also taken issue with the figures submitted by some airline 
witnesses concerning the amount of mail pay received by the railroads for carry- 
ing first-class mail. He labels as “grossly incorrect” a statement submitted by 
the representative of United Air Lines, and states that his “information’”’ is quite 
different. I do not propose to enter into this controversy except to make two 
comments. In the first place, the source and derivation of the figures used by 
the representative of United Air Lines were explained both in his oral testimony 
and in the subsequent letter to the committee which he submitted at the chair- 
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man’s request. The source and derivation of Mr. Jelsma’s information are not 
disclosed. 

In the second place, there is something quite obviously wrong with Mr. Jelsma’s 
information, if the figures used elsewhere in his statement are correct. If, in 
fact, the railroads received an average of 12.67 cents per ton-mile for carrving 
first-class mail in 1949, and. if, as he states on page 6 of his statement, they car- 
ried 105,103,909 ton-miles of first-class mail, they would have received $1 3,316,665 
for carrying first-class mail during that year. However, the Post Office Depart- 
ment’s Cost Ascertainment Report shows that they in fact were paid $27,589,101 
attributable to first-class mail. It would appear on the face of it, therefore, that 
Mr. Jelsma’s figure is in error by slightly over 100 percent. 

Mr. Jelsma also seems to interpret the airline testimony as being critical of the 
amount of mail pay received by the railroads. It would appear that ir. Jelsma 
is being unduly sensitive on that score. The rates paid to the railroads for the 
transportation of mail were mentioned by the airline witnesses as one example 
of the value of the mail service per/ormed, not only by the airlines but by all 
forms of transportation. They pointed out that on the railroads, as well as on 
other forms of surface transportation, the rates paid for the carriage of mail 
reflect a premium service, provided at additional expense and therefore command- 
ing premium rates, and they urged recognition of the same principles in the fixing 
of mail rates for the airlines— principles which many opponents of the airlines 
have urged the committee to disregard. I do not understand that the airlines are 
at all critical of the railroads’ efforts to secure from the Government adequate 
compensation for the mail service they perform, nor do I understand that the 
airlines have taken the position, either that the mail rates received by the railroads 
are exorbitant or that they contain any element of subsidy. They have simply 
pointed to the mail rates received by the railroads as examples of premium rates 
for premium service. Mr. Jelsma does not controvert that point. 

I am sorry that it has been neGessary to supplement the committee’s record 
with material which, for the most part, I regard as irrelevant to the subject before 
the committee. I do, however, appreciate the opportunity which the chairman 
has afforded me to set the record straight. 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., August 1, 1951. 
Mr. Epwarp C. SwEENEY, 
Professional Staff Member, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

Dear Mr. Sweeney: This is in reply to your letter of July 24 to Mr. Faricy, 
forwarding for comment the letter dated July 18 which Senator Johnson received 
from Mr. Curtis Barkes, vice president, United Air Lines. Mr. Faricy has been 
absent from the city, and in view of my understanding that the time for rep!ying 
to your letter is limited by the plan to close the committee hearings on the question 
of air mail pay and subsidy separation, I am undertaking to reply for him. 

In his letter of July 18, Mr. Barkes undertakes certain calculations by which 
he arrives at a figure of 45.49 cents, purporting to represent railroad revenue per 
ton-mile for the transportation of first-class mail, after appropriate adjustment 
for recent rate increases and for equivalent mileages. This figure is an over- 
statement of 200 percent, as I wi.l show in some detail. 

It may be pointed out, first, that the railroads are paid for transportation of 
mail on a space-distance basis and not on a weight-distance basis. In the space 
for which the Post Office Department pays there is loaded and hauled any and 
all kinds of mail and in such volume as the Department sees fit. Thus, as a meas- 
ure of the payments received by the railroads for handling mail, ton-mile figures 
are of little significance. 

Mr. Barkes first arrived at a figure of 25 cents as the unadjusted transportation 
cost per ton-mile for first-class mail hauled at rates prevailing during the fiscal 
vear 1950. He made that calculation by dividing the total amount of money 
received by the railroads for trans ee of first-class mail, and for space used 
for sorting and distributing mail, by total ton-miles of first-class mail. 

This is ‘the first fundan ental error in Mr. Barkes’ calculations. He includes 
in the railroad revenue figure the amount of money paid by the Post Office De- 
partment to the railroads for all space in so-called RPO cars, that is, railway 
post office cars. Approximately 75 to 80 percent of the space in such cars is 
purchased and us sed by the Post Office Department for sorting and distribution 
of mail en route. Payment for space used for such purpose is not part of the 
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payment for transporting mail. The Post Office Department finds it expedient 
to perform some of its sorting work in this way and purchases space from the 
railroads solely for that purpose. Thus, 75 to 80 percent of the amount paid 
by the Post Office Department for space in RPO cars should be eliminated before 
computing the amount per ton-mile received by railroads for the transportation 
of first-class mail. 

Mr. Barkes’ next step was to increase the payments to the railroads in the 
fiscal year 1950 by 49 percent, which he said was necessary to reflect the retro- 
active increase in railway-mail pay rates approved by the Interstate Commerce 
Commission in Docket No. 9200. 

Mr. Barkes was completely in error in increasing the 1950 dollar payments to 
railroads by 49 percent. This was the increase agreed upon in the settlement of 
October 11, 1950, between the railroads and the Post Office Depertment, sub- 
sequently approved by.the Interstate Commerce Commission, for the entire 
period from February 19, 1947, to and including December 31, 1950. However, 
approximately one-half of that aggregate, or 25 percent, had previously been 
authorized on an interim basis by the Commission in its decision of December 4, 
1947, and the Cost Ascertainment Report of the Post Office Department for the 
fiscal year 1950 reflects that 25 percent interim increase, as stated on page 5 
thereof. Hence, to so adjust the payment figures appearing in the 1950 Cost 
Ascertainment Report as to reflect the full settlement, it is only necessary to in- 
crease those figures by 19 percent, not by 49 percent, as Mr. Barkes has done. 
That is, the increase effectuated by the settlement was from 125 percent of the 
rate base, in effect prior to 1947, to 149 percent of that rate base, and 149 is 19 
percent greater than 125. 

Mr. Barkes’ final adjustment was to reduce railrdad ton-miles of mail by 18.1 
percent, for the alleged purpose of making an allowance for circuity of haul by 
rail. ‘Lhis adjustment has no possible justification. It reflects a wholly super- 
ficial viewpoint, entirely overlooking the necessity the post office is under to serve 
the intermediate points located on rail routes. It is one thing to serve metro- 
politan centers located a considerable distance apart, as is characteristic of 
air-mail service. It is quite another thing to serve not only the metropolitan 
centers but the intermediate points as well, which characterizes railroad-mail 
service. 

The following is a calculation, on as accurate a basis as available statistics 
permit, of payments on a ton-mile basis to the railroads for transporting first- 
class mail. Restricting the calculation to first-class mail and using tables 40—A, 
60, and 61 of the Cost Ascertainment Report for the fiscal year 1950, the calcula- 
tion may be made as follows: 

1. Ton-miles of domestic nonlocal mail handled by rail and carriers other than 
air (table 40-A, column 5, first line), 105,103,909. 

2. Expenditures of Post Office Department for railroad and other than air 
carrier transportation, first-class mail (table 60, column 3, accounts Nos. 230, 
231,232 and 234), $29,884,576. 

3. Subtract 75 percent of $21,389,944, expenditure for RPO space purchased 
and used by the Post Office Department for sorting, distributing, and transport- 
ing first-class mail (table 61, column 3, line 1), $16,042,458. 

4. Subtract expenditure for side mail service and mail messenger service—first- 
class (table 61, column 3, lines 4 and 5), $524,925. 

5. The sum of items 3 and 4, above, is $16,567,383. Subtracting this amount 
from $29,884,576 leaves as the revenue received by railroads and carriers other 
than air for the transportation of first-class mail $13,317,193. 

6. Dividing the revenue figure in item 5 ($13,317,193) by the ton-mile figure in 
item 1 (105,103,909) gives an average revenue per ton-mile of 12.67 cents, and 

7. Increasing this average ton-mile revenue (12.67 cents) by 19 percent, to 
reflect the full effect of the settlement of October 11, 1950, results in an average 
revenue of 15.08 cents per ton-mile. 

Thus, the average revenue received by the railroads for transporting first-class 
mail in 1950 was 15.08 cents per ton-mile, and not the 45.49 cents calculated by 
Mr. Barkes. 

In appraising this average of 15.08 cents per ton-mile, it should be borne in mind 
that it applies to first-class mail only. For transportation of all classes of mail, the 
railroads received during the fiscal year ended June 30, 1950, approximately 8.6 
cents per ton-mile. 

In closing, I repeat that the figure of 45.49 cents, submitted by Mr. Barkes as 
representing the railroad revenue per ton-mile for transportation of first-class mail, 
is erroneous and altogether misleading. Among other things, it reflects an obvious 
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factual mistake in assuming a railway mail pay increase of 49 percent over the 1950 
rates when the actual increase was 19 percent. Moreover, and more important, 
his calculation assumes that payment for space on railroad cars purchased by the 
Post, Office Department for sorting and distributing first-class mail is payment for 
transporting the mail, which is not the case. When corrections are made for these 
two factors, and others I have outlined, the 45.49 cents per ton-mile becomes 15.08 
cents. 

It would be appreciated if you would incorporate this letter in the record of 
the hearings on 8. 1657 and other bills relating to the separation of air mail pay and 
subsidy. 

Sincerely yours, 


J. H. PARMELEE. 


Stick Airways, Inc.—Exuirir IV or Rervurrat Exurrits In Bic Four MAIL 
Pay ProceEDING, Docket 2849 EL AL., SurmMirrepD JANUARY 29, 1951, BEFORE 
THE Civi, ABRONAUTICS BoarRD 


AN INDEPENDENT YARDSTICK FOR AIR MAIL COsTs ! 


43. In the Air Freight case, the Board declared: 

‘‘* * * The cargo carriers will provide a valuable yardstick for measuring 
the alertness and efficiency of the other earriers of cargo. 

“In addition to providing a yardstick of efficiency, the property only carriers 
will also provide a valuable yardstick of costs.” ? 

44. To carry out this purpose and as a check upon the reasonableness of air 
mail cost figures which we have computed for the Big Four carriers, Slick Airways 
has ascertained the costs which it would incur flying the mail. In order to make 
the test as realistic as possible, costs were ascertained not merely on the basis of 
mail picked up and delivered to freight station stops made by Slick freighters, 
but on the assumption that Slick would make the actual stops of one of the Big 
Four carriers, insofar as this was possible, without operating out of the general 
area of Slick territory. 

45. Of the Big Four, United Air Lines’ routes most generally approximate 
Slick’s. Virtually all of air mail route 1, flown by United, with the exception 
of the far Northwest, is roughly parallel to Slick’s freight routes. The mail 
sarried by United in April 1949 was selected as a representative load. The ton- 
miles of mail carried by United for each trip in that month were obtained from 
Post Office Forms 2720 and 2720-F. In April 1949, United carried 854,710 
ton-miles of mail, or almost exactly one-twelfth of the total mail ton-miles for 
the year. Slick Airways’ presently certificated freight stations, together with 
39 additional mail stops of United, account for 711,157 ton-miles of mail or 83 
percent of the total United mail load in April. In order to carry the mail load 
over United’s routes, Slick Airways would be required to fly an additional 2,393 
miles per day, or 71,790 miles per month. 

46. We have grouped several United trips for each Slick flight selected to carry 
the mail. Thus Slick’s flights will have a larger average mail load than the United 
flight. We do not believe that air-mail service would be significantly affected by 
delivering and taking mail from a given station in larger quantities. The dribbles 
of mail coming into small and large stations are more a result of splitting mail 
going to one destination between several carriers (in order to equally distribute 
the available mail) than for any convenience of the post office. To some extent, 
the service supplied by the hypothetical Slick air-mail flights are better than that 
provided by United since we have assumed that each station served was served 
each and every day during the month, whereas many United flights were missed 
on several days. For all stations, two stops per day were made. 

47. Air mail costs per ton-mile have been computed on the assumption that 
mail would be flown over the United routes generally along Slick’s paths of flight 
in the actual volume which United flew in April 1949 (711,157 ton-miles) and in 
the volume which results from flying the average daily mail load over these routes 


‘ The attached exhibits will be sponsored by the man who prepared them, Harold H. Wein, B.S. S., 
College of the City of New York, 1936; M. A. in economics, Columbia University, 1938; completion residence 
requirements for Ph. D. in economics, Columbia University, 1939: economist and statistician in various 
Government agencies from September 1939 through September 1950, among which were the U. S. Depart- 
ment of Commerce, Matériel Command, AAF, War Production Board, Office of Price Administration, 
and the Antitrust Division of the U.S. Department of Justice. Served as research consultant to the Cowles 
Commission of the University of Chicago, and as consultant to the United Nations. Has prepared numer- 
ous economic and statistical reports both for the U. S. Government and professional societies, on cost, profit, 
and volume relationships in various industries, including transportation, and other matters 

2 Air Freight case, opinion, p. 475 of joint appendix American Airlines, Inc. et al. v. CAP, July 29, 1949. 
See also p. 3 of Order and Opinion Granting Limited Intervention, Docket No. 2849, April 14, 1949 
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for 30 days in April (1,060,000 ton-miles). This condition is analogous to a 
situation in which the Big Four passenger carriers would make additional stops 
and fiv additional mileage to serve small stations. We have, however, limited 
our conditions more rigidly by assuming that no additional freight is generated 
at these additional mail stops. In fact, some additional freight would be gener- 
ated, thus lowering the unit costs and increasing the revenue, just as the smal! 
stations of the Big Four generate a considerable quantity of passenger traffic 
Our computations are based on average price and wage levels for the first 10 
months of 1950. In addition, costs were computed on varying assumptions as to 
volume of freight and load factors.’ 

Allocation procedure 

48. As has been noted previously, Slick Airways would have to flv an additional 
71,790 miles per month to serve the 39 stations not now served by Slick air 
freighters. The entire cost of these additional miles are charged to mail. I 
addition, the mail’s share of the joint costs to carry both mail and freight over 
the Slick air freight route have been charged to the mail. 

The indirect cost allocated to mail is composed of four items: 

(a) The normal indirect cost per ton-mile resulting from the flying of Slick’s 
freight routes. 

(b) The estimated indirect cost to stop and depart from non-Slick stations. 
Such expenses as landing fees, higher-than-average servicing charges, and so forth 
are included in this figure. A sum of $29 per additional stop was set aside for 
this purpose. This sum amounts to $1,560 per day or $46,809 per month.‘ 

(c) Extra personnel costs, including six additional employees for air mail! 
paper work. 

(d) The indirect ground and maintenance costs resulting from the extra miles 
flown. 

These costs amount to 12.14 cents per ton-mile of mail on the basis of 711,000 
ton-miles carried; if the average daily load were flown 30 days to vield 1,060,000 
ton-miles of mail, the indirect costs equal 9.73 cents per ton-mile. It is clear from 
this procedure that every cost which coutd be reasonabiy charged against mail has 
been included. The detailed results and comnutations are given in appendix ITI. 

49. The conclusions of the analysis are as follows: 

(a) Making all of United stops generally along our routes, twice per day, the 
total cost to Slick Airways of carrying the mail, while operating at a 60-percent 
Joad factor and hauling 3,000,000 ton-miles of freight, would be 24.38 cents per 
ton-mile if 711,000 ton-miles of mail were carried and 20.04 cents per-ton-mile if 
1,060,000 ton-miles of mail were carried. 

(b) At an 80-percent load factor under the same freight volume condition, the 
total cost per ton-mile of mail would be 22.21 cents if 711,000 ton-miles of mail 
were hauled and 18.05 cents if 1,060,000 ton-miles of mail were hauled. 

(c) Under the most conservative set of load factors and volume conditions that 
might possibly occur, that is, 60-percent load factors and 6,000,000 ton-miles of 
freight hauled,’ the cost of hauling 85 percent of United’s mail volume would not 
exceed 25.21 cents per ton-mile. 

50. Thus an efficient all-cargo carrier, even if it had to fly additional mileage of 
approximately 10 percent of its freight route mileage in order to deliver mail 
to small nonfreizht stations, and charged the entire extra costs to mail, could, 
under present prices of materials, fuels, and present wage rates, carry mail 
profitably at a cost of 25 to 30 cents a mail ton-mile even if it did not generate a 
single pound of freight from these extra stations. 


_ApPENDIX III 


UNIT COSTS TO SLICK AIRWAYS, INC., TO CARRY MAIL ON OR NEAR ITS AIR FREIGHT 
ROUTES UNDER CERTAIN CONDITIONS 


Use was made of data pertaining to the air mail operations of United Air Lines 
for the month of April 1949 to determine an estimated cost to Slick Airways, Inc., 
to provide a somewhat similar service on or near Slick’s certificated air freight 
ronte. 


3’ These load factors are assumed: 69, 70, and 80 percent. Ton-miles of freight vary from 3 million to 6 
million per month. 

439 stops at $20 per stop equals 2 stops per day per station multiplied by 30 days. 

5 This means that the maximum miles are flown, since a high ton-mile figure results with a very low 
load factor. 
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The procedure followed was, in brief: 

1. Each United Air Lines’ mail trip made during the above period which 
followed a course on or near Slick’s present certificated air freight route was 
assigned to one or more Slick flights. 

2. The total April 1949 volume of those United Air Lines’ mail flights assigned 
to each Slick flight was determined. 

3. The average daily mail volume of those United Air Lines’ mail trips assigned 
to each Slick flight was then determined by dividing each trip’s total April 1949 
mail volume by the number of days that trip was flown. 

4. The extra miles which each Slick flight would be required to fly in order to 
provide the mail service assigned to it was determined by noting the difference 
between the flight’s air freight, only mileage and the flight’s combined mail-air 
freight mileage. This mileage was determined on a daily basis, and it was as- 
sumed that each mail stop made during the month was made each and every day 
during the month. 


§. Direct costs 


A. Based on total ton-mile volume of those United Air Lines’ April 1949 mail 
trips which could reasonably be assigned to Slick air freight flights —From column 
(2) of table II it may be seen that Slick flights have been assigned 711,157 ton- 
miles of the United Air Lines’ April 1949 mail volume. This represents over 
83 percent of that carrier’s total mail volume for that month. Table II shows 
further that to carry this volume of mail Slick Airways would be required to fly 
71,790 miles per month over and above the air freight mileage of the flights con- 
cerned. All of the costs to fly these additional miles have been charged to the 
mail. In addition, the mail’s share of the joint costs to carry both mail and frieght 
over Slick’s air freight route have been charged to the mail. The development 
of the total direct cost per ton-mile to esrry this volume of mail under several 
assumed air freight conditions is shown in table III. The results of table III are 
shown graphically in figure I. 

B. Based on average daily ton-mile volume of those United Air Lines’ April 1949 
mail flights which were assigned to Slick air freight flights—From column (3) of 
table I], it will be seen that 1,060,000 ton-miles of mail has been assigned to Slick 
flights on this basis. To provide this daily mail service to the approximately 39 
mail stops not served by Slick air freighters would resuit in an estimated 71,790 
extra miles of flying each month. The cost of flying those extra miles has been 
charged to the mail service. 

The direct costs to provide this assumed mail service were determined in a man- 
ner similar to that outlined in (A) above, and are developed in table IV. The 
results of table IV are shown graphically in figure II. 


6. Indirect costs 


A. The indirect costs to carry the mail on or near Slick’s air freight route are 
developed in table V. Because of the uncertain effect of mail operations on the 
air freight unit indirect costs, the mail cosis were conservatively estimated. It 
will be seen that the total indirect cost per ton-mile to carry the mail was assumed 
to be made up of the following four parts: 

1. The 10-month 1950 average unit cost of those indirect expenses which mail 
operations might reasonably be expected to affect. 

2. The estimated indirect cost to put into non-Slick stations. An arbitrary 
charge of $20 per landing was levied against the mail operations to cover sundry 
expenses, including landing fees, excessive servicing charges, etc. 

3. The salary of six additional employees. 

4. Ground and indirect maintenance costs resulting from the extra miles flown. 


It will be noted that the first of these four parts was assumed to be independent 
of the mail volume. 


?. Total costs 


A. The total costs to carry the mail (the sum of the direct and indirect costs) 
are shown in tables VI and VII. Table VI presents the data for a mail volume 
of 711,157 ton-miles per month. Table VII gives the data for a 1,060,000 ton- 
mile per month mail volume. Figures III and IV present the final results 
graphically. 
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TAR LE II.—Summary of assumed mail operations 


Slick Airways, Inc., flight No. 


1 1,060,000 ton-miles per month. 
2 711,157 ton-miles per month. 
371,790 miles per month. 


Sum of av- 
erage daily 
ton-miles 
of mail 


(1) 


Pound-miles 


2, 736, 200 
117, 500 


| 


250, 000 | 


18, 320, 600 
15, 848, 200 


7, 969, 400 | 


9, 284, 700 
11, 391, 400 


2, 589, 600 | 


73, 900 


2, 009, 900 | 


313, 500 


! 70, 886, 900 | 


Amount of 

United Air 

Lines April 
1949 mail 
volume 


(2) 


Pound-miles 
37, 213, 100 
2, 415, 100 
411,000 
355, 722, 300 
219, 663, 000 
212, 133, 700 
217, 275, 100 
266, 293, 700 
62, 066, 300 
, 316, 000 

38, 615, 000 | 
9, 190, 200 


2, 314, 500 


Extra mil 
flown per 
day 


(3 


TaBLe II1.—Direct costs to carry 711,157 ton-miles per month of mail on or near 


Air-freight volume, million ton-miles per month 


Air-freight 
load factor 


Slick’s air-freight routes 


Cost of 
extra miles | 
flown per 
ton-mile 





(a) $0.3499/mile X71,790 extra miles 
711,157.25 ton-miles per mivnta 


==$0.035 per ton-milc. 


Allocated 
cost per 
ton-mile 


(b) 


{Total dir 
cost per 
ton-mil 


$0. 0871 | 
0907 | 
. 0934 | 


. 0954 


- 0749 | 
. 0780 | 


. 0802 
. 0818 
. 0654 
. 0680 
. 0700 
- 0714 


| 
| 


(b) Interpolated. For a mail volume of 711,157 ton-miles per month and an air-freight volume of 3,000,000 


ton-miles per month equals 3,711,157 ton-miles per month total volume, the unit direct cost of the joint 


operation equals $0.0871 per ton-mile. 
(c) (a) plus (b). 


U 
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TaBLe [V.—Direct costs to carry 1,060,000 ton-miles of mail over mail-freight route 


3,000,000 
4,000,000 
5,000,000 
6,000,000 
3,000,000 
4,000,000 
5,000,000 
6,000,000 


3,000,000... 


4,000,000 
5,000,000 
6,000,000 


1 $0.3499 mileX71,790 extra miles 
1,060,000 ton-miles 


? Interpolated. Thus, for a mail volume of 1,060,000 ton-miles per month, and a total volume of 3,000,00 


Freight volume in ton-miles 


Freight 


load extra miles | 


factor 


Percent 
60 | 
60 
60 
60 
70 
70 
70 
70 
SO 
80 | 
80 
8O 


Cost of 


flown ! 


$0. 0236 | 


. 0236 
. 0236 


- 0236 | 


. 0236 
. 0236 


. 0236 | 


0236 
. 0236 


0236 | 


. 0236 
. 0236 


Allocated 
cost per 


| ton-mile ? | 


$0. 0795 | 


. 0846 
. O8S4 


. 0909 | 


0681 


. 0728 | 
O758 | 


. 078 


. 0596 


0636 


. 0661 | 


. 068 





= $0.0236/ton-mile. 


Total direct 
cost per 
ton-milk 


$0. 1031 
1082 
1120 
- 1145 
. 917 
Ov64 
. UNO4 
1016 
. OR32 
. O872 
. OSYT 
OV16 


ton-miles per month of air-freight plus 1,060,000 ton-miles per month of mail=4,060,000 ton-miles per 
month total volume, the unit direct cost of the joint operation is approximately $0.0795. 
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1082 

- 1120 

» 1145 
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Figure II 


TaBLeE V.—Case II: Indirect costs to carry the mail 


Total indirect costs per ton-mile equals (average air-freight unit costs per ton- 
mile, 10 months 1950) plus (cost of making stops at other than Slick stations 
divided by ton-miles of mail carried) plus (salary of 6 additional men at $250 per 
month divided by ton-miles of mail) plus ground and indirect maintenance cost 
per mile multiplied by extra miles divided by ton-miles of mail). 

(1) Air-freight unit cost per ton-mile, 10 months 1950 average. 


Per ton-mile 
Ground operations $0. 0078 
Ground and indirect maintenance . 0110 
Freight service . 0185 
Depreciation, ground equipment . 0016 
General and administrative - . 0097 


 2otwl... .. . 0486 
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(2) ee station mail stops (assume an average of two stops per day each 
station). 


Los Angeles 21. Bradford 

Long Beach 22. Phillipsburg 

Stockton 23. Allentown 

Modesto 24. New York 

Merced 25. Sacramento 

Monterey 26. Reno 

Salinas 27. Salt Lake City 

Fresno 28. Ogden 

Visalia 29. Rock Springs 

. Bakersfield 30. Cheyenne 

. Santa Barbara 31. North Platte 
Las Vegas 32. Grand Island 
Grand Junction 33. Lincoln 
Denver 34. Omaha 
Milwaukee 35. Des Moines 
Chicago (Muni) 36. Cedar Rapids 

. Fort Wayne 37. Iowa City 

. Toledo 38. Moline 

Akron 39. Baltimore 

Youngstown 


PID Oot 


It is assumed that landing fees, etc., will result in additional expenses of $20 per 
non-Slick station stop—39 times 2 times $20 equals $1,560 per day times 30 days 
equals $46,800 per month. For mail volume of 711,157 ton-miles per month, 
this equals $0.057 per ton-mile. At 1,060,000 ton-miles per month, this would 
be $0.044 per ton-mile. 

(3) Salary of six additional men at $250 per month equals $1,500 per month 
for mail volume of 711,157 ton-miles per month; this equals $0.00211 per ton-mile. 
At 1,060,000 ton-miles per month, this would be $0.0014 per ton-mile. 

(4) Ground and indirect maintenance for extra mail miles at $0.0492 per 
mile (10-month 1950 average) times 71,790 miles per month equals $3,530 per 
month. For mail volume of 711,157 ton-miles per month, this would be $0.0050 
per ton-mile. At 1,060,000 ton-miles per month, this would be $0.00332 per 
ton-mile. 

(5) Total indirect costs per ton-mile of mail: 

he i 

At 711,157 | At 1,060,000 
ton-miles ton-miles 
per month | per month 


Indirect costs, normal ¥ ; ee tei $0. 0486 | $0. 0486 
Extra stop costs ; oh aia Bee idk aa . 0657 | 044 

Extra personnel costs , a Zee x | . 0021 | . 00141 
Extra ground and indirect maintemance __.............- inate £0050 | . 00832 


Total (per ton-mile) Lh 00733 


TasB.Le V1.—Total cost per ton-mile to carry 711,157 ton-miles per month of mail on 
or near Slick’s air-freight routes 





an : 4S jclpeniatiaiesiriaoci _— 
Total direct; Totalin- | Total cost 
cost per | direct cost | per ton- 


Air-freight ton-mile [per ton-mile mile 


load factor | 
(a) | (b) } (c) 


Air-freight volume, ton-miles per month 


Percent | i 
3,000,000 60 $0. 1224 

4,000,000 u ete 60 - 1260 | 
5,000,000. ___- Jo aes -| 60 | . 1287 | 
6,000,000 sig nhlnge did bdew Guinan otek <a 60 | . 1307 | 
3,000,000 sii ieatenenea a 70 . 1102 | 
4,000,000 he ieee eee eee -| 70 | . 1132 

5,000,000 , rs ; 70 1155 | 
SII nn inc Sc staat oes 70 | -1171 | 
3,000,000... - Os 80 . 1007 | 
4,000,000 ae 80 | . 1033 | 
5,000,000 ‘aca 80 - 1053 | 
6,000,000 iii uci etsy nse aie gies we ehieeiaelietacanadiatias il 80 | - 1067 | 





(a) From table III. (b) From table V. (c) aand b. 
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TasLe VII.—Tota! costs per ton-mile to carry 1,060,000 ton-miles per month of 
mail on or near Slick’s air-freight routes 















| | | 
| |Tot il direct} ae in- Total cost 
ited | cost per direct cost | per ton- 
Air-freight volume, ton-miles per month | a | ton-mile |per ton-mile mile 
| (a) (b) (c) 
diteas a etic te a a a LS eI ES | ee 
| Percent 
OR ides nc weenie Dire aihrte alcieloemrtitieinae gs nietiaasadaicie adel | 60 | $0. 1031 | $0. 0973 | $0. 2004 
CRUE ete a a ea eee ee 60 | . 1082 | . 0973 . 2055 
SOC so Mised soi gotsoee iar rarest Coes 60 . 1120 | . 0973 | . 293 
SS SSee ae Sten. Tetee ay. Se dec asaat’ 60 | 1145 | 0973 | . 2118 
3,000,000... isk sais ibis suicsa beta re 70 | 0917 | . 0973 | 189) 
4,000,000 delesieha idbinicamebca sine aaeaaseal 70 | . 0964 | . 0973 . 1937 
5,000,000... _ peat oie rte reese (isa 70 | . 0994 . 0973 . 196 
6,000,000... __. seat ueercs 70 | . 1016 . 0973 | 1989 
3,000,000_........- : ‘ Se eee meme reste Ds anee 80 | . 0832 | . 0973 | 18) 
4,000,000__- EE ee eee = een Bs 80 | . 0872 | . 0973 S45 
5,000,000 edie enemies ee ae 80 | OR97 | . 0973 187 
6,000,000 bircisaehds cea h on ibbahahibe ; ebibeics 80 0916 . 0973 ISXy 








(a) From table IV. 
(b) From table V. 
(c) aand b. 


OFFICE OF THE PosTMASTER GENERAL, 
Washington, D. C., March 22, 1951. 


aA, 


Hon. Epwin C. JoHNsoN, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. Cuarrman: This will acknowledge your letter of March 1, 1951, in 
further reference to the suggestions made by Representative Carl Hinshaw relative 
to a space-available contract-basis for determining compensatory mail pay for 
air carriers. 

The authorizing of space-weight mail allocations on all flights between all points 
served or between principal points served on a monthly or other periodic basis, 
based on previous experience, would be a most difficult system to administer. Fre- 
quent change in schedules and equipment is only one of the difficulties which would 
be encountered. Variations in volume of mail on different days of the week, 
fluctuations of mail loads for the same flight on same days of the week caused by 
late operation or cancellation of flights of the same and other carriers, and the 
keeping of records from which authorizations could be determined are other factors 
which would cause difficulties in administering the system. All things considered, 
it would appear that a ton-mile rate for mail actually transported is the simplest 
and most equitable rate yet devised. If, as is claimed by some, the airlines are 
required to provide in some cases more space and weight for mail than is actually 
used because of variation in volume, the ton-mile rate could be adjusted to com- 
pensate for any unused space and weight. This principle is now used by the 
Civil Aeronautics Board in fixing rates for carriers on a mileage basis. Although 
the rate paid is on the direct airport-to-airport mileage, in fixing the rate the Board 
takes into consideration the percent of circuity caused by terrain, airways, etc. 

In my letter of February 19, 1951, it was again emphasized that legislation 
designed to separate mail rates from essential subsidy payments should also 
contain a provision which would enable the Department to select and utilize for 
the carriage of mail only those routes and schedules which were needed for mail 
purposes. If the Department is compelled to use services which are not required 
bv postal needs and pay for such services, separation legislation would not accom- 
plish the desired purposes. 

At present the Department does not use for the carriage of mail all railroad 
lines, nor all schedules of the railroads, although any railroad may be required to 
transport the mails if the service is required by the needs of the postal service. 

You suggest that on the so-called feeder or local service routes the requirement 
for the air-mail service is primarily for the maintenance of a type of rural postal 
service; that on such routes the volume of mail is small in terms of weight and 
space, and that under such conditions, when the normal capacity of the aircraft 
is not utilized for commercial purposes, the mail service bear part of the expense 
for flving the unused space. 

It is not understood why the expense for flying unused space should be borne 
by the mail service any more than charging passengers or the users of air express 
or air freight their pro rata cost for the flying of such space. In such cases, if all 












pete t t+ 





333 


users of 
freight- 
not me¢ 
made wy 
that the 
sufficier 
providi! 

Your 
the Ci 
Hinsha 


{, in 
tive 
for 


ints 
Asis, 
re- 
yuld 
eek, 
| by 
the 
Lors 
red, 
lest 
are 
ally 
ym- 
the 
ugh 
ard 
BLCc 
ion 
also 
for 
nail 
red 
ym- 


pad 
l to 
ent 
stal 
und 
‘aft 
nse 


rne 
‘eSS 


all 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Figure 1V 


Haq é H 
fs AEH 
He aS 
oes 
TSE 


; 
i 
i 


RE 
Hi 


H 
He 


aa 
aay 


eta 
HE 

eH 
aE 


it 


ti 
HE 


He 
Hi 


et PILL 


users of the service—Post Office Department, passengers, air express, and air 
freight—pay fair and reasonable rates to the carrier, and the total revenue does 
not meet the cost plus a return on the carrier’s investment, the difference to be 
made up by the Government is subsidy. It has been suggested by your committee 
that the recipients of this subsidy are the communities served which do not produce 
sufficient. traffic—passengers, express, freight, and mail—to reimburse the carrier 
providing the service. 

Your kindness in furnishing me a copy of the comments of the Chairman of 
the Civil Aeronautics Board on the suggestions made by Representative Carl 
Hinshaw is appreciated. 

Sincerely yours, 
V. C. BuRKE, 
Acting Postmaster General. 
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OFFICE OF THE PosTMASTER GENERAL, 
Washington, D. C., April 30, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. Cuarrman: Reference is made to your request for a report on S. 1137, 
a bill to provide for the separation of subsidy from air-mail pay in accordance 
with recommendations of the Commission on Organization of the Executive 
Branch of the Government. 

The objective of the bill is to be accomplished by authorizing the Civil Aero- 
nautics Board to fix fair and reasonable rates of compensation for the transporta- 
tion of mail by aircraft based upon the necessary cost to the air carrier of per- 
forming such services. The sum so fixed by the Civil Aeronautics Board is to be 
paid by the Postmaster General from appropriations for the transportation of mail 
by aircraft. Any sum of money over and above the fair and reasonable rates so 
fixed, needed by an air carrier in order to enable it to maintain and continue the 
development of air commerce, is to be separately fixed by the Civil Aeronautics 
Board and paid from moneys appropriated to it for such purpose. 

I am of the firm belief that the subsidy paid to’ai:lines should be removed from 
the fiscal picture of the Post Office Department. On a number of occasions in 
the past I have stated that the amount of money to which an air carrier is entitled 
for services rendered to the Post Office Department, and the amount of money to 
which it is entitled for rendering other services of a nonpostal character, should 
be separately stated. There are two essential reasons why this should be done. 
First, the amount of the subsidies paid should be made known to the general 
public; second, it will sponsor and, I believe, require more efficient operations on 
the part of air carriers. 

At the present time the Air Coordinating Committee is making a study of the 
advisability of separating foreign air-mail payments into service and subsidy 
elements. When that study has been completed and the committee files its 
report, the Department will give consideration to the views expressed therein 
insofar as our international carriers are concerned. 

I do not believe that you intend by this bill to provide for and require the 
Postmaster General to perform a duty which overlaps and duplicates the function 
of the Civil Aeronautics Board, although the language of this bill could be so 
construed. The bill requires that the Postmaster General introduce as a part 
of the record in every rate case before the Civil Aeronautics Board a statement of 
the rates recommended by him as being fair and reasonable. To do this would 
entail studies by the Postmaster General of the financial and operating conditions 
of the various air carriers, a function which under the governing act is performed 
by the Board. 

It is desirable that legislation designed to accomplish the objectives announced 
in this bill should leave the way open for the Postmaster General to express his 
views and to present evidence and arguments in any rate proceeding pending 
before the Civil Aeronautics Board and further, that the Postmaster General be 
authorized to request, and the air carrier and the Civil Aeronautics Board directed 
to supply, statistical or financial information considered by the Postmaster Gen- 
eral to be necessary in order that he might effectively and properly submit his 
views and arguments. This would permit the Postmaster General to take steps 
he deems appropriate in any given case without requiring him in every case to 
make a detailed study of all operations. 

Legislation of this type should also retain, as this bill does, the present provisions 
of the Civil Aeronautics Act of 1938 as amended, so as to permit the Postmaster 
General to petition for a modification of rates established by the Board. 

Section 406 (a) (1) of the proposed bill authorizes the Board to prescribe rates 
for the transportation of mail in terms of aircraft-mile, pound-mile, weight, space, 
or any combination thereof. It would be more desirable that there be a definite 
relationship between the volume of mail carried and the rate of mail pay. It is 
my view that the rate should be stated on a ton-mile or pound-mile basis. 

Section 406 (a) (2) provides that the rate fixed by the Board for the trans- 
portation of mail shall not exceed the necessary cost to the air carrier, under 
honest, economical, and efficient management, of the transportation services 
actually rendered or to be rendered plus a fair and reasonable return. To prevent 
any uncertainty as to the expenses properly chargeable to the cost of transporting 
mail, I consider it preferable that the cost be defined as ‘‘actual and necessary.” 
Each carrier’s costs will be the basic criteria for the determination of the reason- 
ableness of rates for the transportation of mail. It would appear best, there- 
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fore, to add a provision to the effect that the rates shall not exceed the actual and 
necessary cost of carrying mail plus a fair return on the carrier’s investment used 
and useful in performing the mail transportation service. Such a provision would 
tend to eliminate the risk of illusory and vague factors, such as ‘‘value of service,’’ 
“value of priority,” or other imponderable elements artificially inflating the service 
rate. 

Pursuant to the provisions of section 405 (g) of the Civil Aeronautics Act, 
the Postmaster General is required to tender mail to the holder of any certificate 
authorizing the transportation of mail by aircraft ‘‘to the extent required by the 
ostal service’’ for transportation between the points named in the certificate. 
Inder this requirement, the objectives of the separation plan might be defeated. 
Since service rates and subsidy payments will in all probability be based upon 
allocated costs, the Department could be burdened in light traffic areas with a 
cost far out of proportion to the benefits to the postal service. If there is to be 
a separation of subsidy and compensatory rates to air carriers, the Postmaster 
General, in the interests of good management of the postal service, should be 
allowed to exercise his discretion in choosing between carriers, with respect to the 
routing of air mail, and in the selection of schedules. 

I am in favor of the principle embodied in the proposed legislation, and with 
the adoption of the suggestions above noted, will interpose no objection to this 
bill. 

The Bureau of the Budget has advised that there would be no objection to the 
presentation of this report to the committee. 

Sincerely yours, 
J. M. Dona.pson, 
Postmaster General. 


TREASURY DEPARTMENT, 
Washington, July 31, 1951. 
Hon. Epwin C. Jonsson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrMan: Further reference is made to your request for the 
views of the Treasury Department on 8. 1756, to provide for the separation of 
subsidy from air-mail pay, and for other purposes. 

The bill would set forth standards for the Civil Aeronautics Board to determine 
rates of compensation for the transportation of mail by aircraft, which rates 
would be paid by the Postmaster General from appropriations for that purpose. 
The Board also would be authorized to make subsidy payments to a certificated 
air carrier in amounts determined essential to enable the air carrier to maintain 
and develop air transportation as required for national defense, the commerce of 
the United States, or the postal service. These payments would be made by the 
Board out of sums appropriated therefor to the Board. 

The Treasury Department favors the principle of separation of the air-carrier 
subsidy from the postal expenditures for the cost of transporting mail. This was 
recommended by the President in his budget message of January 15, 1951. 
Whether the proposed legislation would appropriately implement this principle 
involves matters outside the jurisdiction of the Treasury Department. The 
—_ ment therefore is not in a position to comment upon the provisions of the 

ill. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
Joun S. GraHamM, 
Acting Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, July 31, 1951. 
Hon. Epwin C. Jonnson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CuatrMan: Further reference is made to your request for the 
views of the Treasury Department on S. 1757, to provide for the separation of 
air-mail subsidy, and for other purposes. 

The bill would require the Civil Aeronautics Board to specify in its rate orders 
the amount of air-carrier subsidy included in rates of compensation fixed for the 
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transportation of mail by aircraft, except in foreign air transportation. The 
subsidy would be paid by the Postmaster General fron appropriations made to the 
Board and credited to the appropriations of the Post Office Department. 

The Treasury Department favors the principle of separation of the air-carrier 
subsidy from the postal expenditures for the cost of transporting mail. However, 
as recommended by the President in his budget message of January 15, 1951, it 
is believed that the subsidy should be paid by the Civil Aeronautics Board rather 
than by the Postmaster General. Moreover, it is suggested that the principle 
of subsidy separation should be applied to international air carriers as well as to 
domestic carriers. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
Joun 8S. GRAHAM, 
Acting Secretary of the Treasury. 


OFFICE OF THE POSTMASTER GENERAL, 


Washington, D. C., August 3, 1951. 
Hon. Epwin C. Jounson, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DeAR SENATOR JOHNSON: Further reference is made to your letter of July 18, 
concerning the weight of the equipment used in transporting domestic and foreign 
air mail. 

It is estimated that the weight of the equipment used is approximately 5 percent 
of the gross weight in the case of the foreign air mails, and approximately 10 
percent in the case of the domestic air mails. In this connection it is pointed out 
that several years ago we materially reduced the weight of the equipment used 
in the air-mail service by securing special lightweight bags. 

These estimates are made on the basis of statistics compiled in the Department 
as well as spot tests made in the field service. They would no doubt be modified 
to a limited extent if we made complete tests at all air-mail stop points, but this 
would require considerable time and work. 

The tare weight in the international air-mail service is naturally much less 
than the weight in the domestie service as it is practicable to concentrate the 
internaiional mail at a limited number of foreign exchange offices, while, due to 
the greater frequency of service and the many small cities served, a large number 
of pouches containing little mail must be made in order to provide adequate 
domestic air-mail service. 

Sincerely yours, 
J. M. DoNALDSON, 
Postmaster General. 


OFFICE OF THE PosTMASTER GENERAL, 
Washington, D. C., June 15, 1951. 
Hon. Epwin C. Jonnson, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. Cuarrman: This will acknowledge your letter of June 13, 1951, 
enclosing a copy of 8. 1657, a bill entitled ‘‘Air Mail Pay and Subsidy Separation 
Act of 1951.”" There has also been received a complete set of the report made by 
Ernst & Ernst for your committee relative to certain aspects of separation of 
compensatory mail pay from total mail payments to domestic airlines, together 
with the related documents. 

I note that hearings on the bill will begin on June 21, 1951, and that the com- 
mittee desires either that I appear personally to testify or that I file a statement 
with respect to the matter. I would prefer to file a written statement of my 
views concerning this measure with the committee. The statement will be for- 
warded to you at an early date. 

Sincerely yours, 


J. M. Dona.pson, Postmaster General. 
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OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., June 27, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CHArRMAN: With further reference to your request of June 13, I 
hereby submit my report on 8. 1657. The intended objective of this bill is to 
separate any subsidy element from payments for the transportation of mail. 1 
am in full accord with this objective. ‘'n written communications to and in 
presentations before committees of Congress I have repeatedly advocated such 
separation and of course my views are well known to you and your committee. 

Under the provisions of 8. 1657, separation is tosbe achieved initially by setting 
separate mail rates per-ton mile for 3 years, commencing in 1952, for three desig- 
nated classes of domestic carriers. Such carriers are to be classified by the Civil 
Aeronautics Board based upon the types of communities served. The base rate 
for domestic carriers would be fixed at 42 cents per-ton mile of mail carried. 
However, carriers classified as regional or secondary would receive a rate per ton- 
mile of 150 percent of the base rate and carriers classified as local service or 
feeder lines would receive a rate per ton-mile of 200 percent of such base rate. 
The compensation to be paid under the bill for foreign transportation of mail is 
fixed at 80 percent of postage revenue. The ton-mile mail rates so fixed, with an 
assumed minimum weight of 100 pounds on all flights, would be paid by the 
Postmaster General from appropriations for the transportation of mail by air- 
craft. Subsidies under the bill, to be paid only to earriers certificated to handle 
mail, would be made from specific appropriations for this purpose which seem- 
ingly, though not expressly stated, would be administered by the Board. 

In our view, the above provisions do not achieve the intended objective of the 
bill. This fact emerges clearly upon consideration of its specific provisions. 

Section 406 (a) (1) provides that the Board classify mail certificated carriers 
upon the basis of types of communities served and, as stated, a different rate, 
as set forth in the bill, would be applied to each of the three groups so classified. 
Such mail rates, in my opinion, would not be free of subsidy because they would 
not be related to cost but would be dependent upon the type of communities 
served. 

Section 406 (a) (2) would fix the rates for foreign transportation of mail on the 
basis of revenues derived by this Department from such foreign transportation. 
Such a rate too, would have no direct relationship to cost of service. Indeed, 
it might contain a substantial subsidy element. 

Section 406 (b) provides that the rates fixed under subsection (a) cannot be 
changed until 1955 and then only at 3 vear intervals thereafter. In modifying 
the rates under subsection (b), there is a limitation placed on the base rate in that 
it is not to exceed the passenger rate expressed in ton-miles. There is no limitation 
on the higher rates for the secondary or the feeder air carrier. Thus, the ratio 
between the three classes of carriers as provided in subsection (a) can be altered 
after 1955 without any direct relationship to the base rate or to the cost of service. 
In the international field, the authority to adjust rates under subsection (b) has 
no restriction relating such rates to the cost of rendering the service. 

The bill does not specifically provide for the participation of the Postmaster 
General in these mail-rate proceedings. Legislation of this type should retain 
that provision of the Civil Aeronautics Act of 1938, as amended, which permits 
the Postmaster General to petition for a modification of rates. 

As I have previously stated to the committee, it is desirable that legislation 
designed to accomplish the intended objectives should leave the way open for 
the Postmaster General to express his views and to present evidence and arguments 
in any rate proceeding pending before the Civil Aeronautics Board. In this 
connection, the Postmaster General should be authorized to request, and the air 
carrier directed to supply, statistical or financial information considered by the 
Postmaster General to be necessary in order that he might effectively and property 
submit the Department’s case. This would permit the Postmaster General to 
determine the extent, if any, of the Department’s participation in a given case. 

In considering the intended purpose of this bill, it must be viewed in the light 
of provisions of the Civil Aeronauties Act which would remain in effect. The act 
provides (section 405 (g)) that the Postmaster General shall tender mail to the 
holder of a certificate authorizing the transportation of mail by aircraft ‘‘to the 
extent required by the Postal Service, for transportation between the points 
named in such certificate for the transportation of mail.’”’ Obviously, the elimina- 
tion of subsidy from mail rates could not be effectuated unless the Postmaster 
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General is given authority to determine the service required in the transportation 
of mail. Unless legislation designed to achieve the intended objective of this 
bill contains a provision amending existing law so that the Postmaster Genera! 
may prescribe service in accordance with the needs of the Postal Service, the 
Department would be burdened with air-mail operations that would contain 
substantial elements of subsidy. 

Finally, legislation on this subject should include a provision giving the Post- 
master General the right to seek judicial review of mail-rate orders of the Board. 
Under existing law the carriers have such right and have repeatedly exercised it 
but the right of the Postmaster General is not clear and therefore should be 
specifically provided for in such legislation. 

For the reasons stated abovg, the Department does not favor the enactment 
of this legislation. 

Due to the urgency of your request this report is being submitted prior to 
receipt of advice from the Bureau of the Budget as to the relationship of this 
legislation to the program of the President. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 


OFrFice OF THE PosTMASTER GENERAL, 
Washington, D. C., July 18, 1951. 
Mr. Epwarp C. SwEENEY, 
Professional Staff Member, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. SweENeEY: Reference is made to your letter of June 15 transmitting 
statements covering computed compensatory mail pay for United States flag 
airlines for 1949, based on provisions of S. 1657. 

In accordance with your request there are attached statements covering similar 
information for the calendar year 1950. Insofar as practicable the statements 
have been prepared along the lines of those prepared by Mr. H. E. Weihmiller 
for 1949. However, it will be seen from the notes on the attached statements 
that it has been necessary to use a different procedure in deducting the pounds 
and ton-miles of military mail, as we do not have separate information covering 
this mail and are not familiar with the manner in which Mr. Weihmiller compiled 
this information. Also, some change has been made in the manner of computing 
the estimated postage revenue on air mail to Canada. 

In connection with your request for comment upon this method of computation 
and the use of such a method of computing the mail rate for United States flag 
air carriers, you will note from my letter of June 27, 1951, to Senator Edwin C. 
Johnson, chairman of the Committee on Interstate and Foreign Commerce, 
furnishing comment in connection with Senate bill 1657, I do not favor this method 
of computing compensatory mail pay for United States flag airlines. Insofar as 
concerns the information contained in the statements you will of course under- 
stand that a part of the information has been estimated. More exact figures 
could be compiled but this would require a considerable length of time. One 
major discrepancy in the figures for 1949 and 1950 is the use of the total foreign 
air-mail-postage revenue in computing a proposed rate for United States flay 
carriers as these figures include the revenue on mail dispatched by air carriers 
operated by foreign countries. 

We will be glad to make an estimate of the revenue on mail forwarded by foreign 
flag carriers if you desire. However, the preparation of such an estimate would 
require some time as it would be necessary to have tests made in the field service 
to obtain a basis to compile the information. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 
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STATEMENT A 


Computed compensatory mail pay for United States flag (international and overseas), 
Alaskan and territorial (Caribbean Atlantic) airlines for calendar year 1950 based 
on provisions of Senate bill S. 1657, 82d Cong., 1st sess., as introduced June 12, 
1961 

Calendar vear 1950 total “foreign”’ air-mail postage revenue ! ._ $25, 805, 163 

Less United States air mail to Canada: ? 

otal gross weight.._._.................._pounds.. 808, 947 
Less 10 percent for weight of equipment__ ... 3 80, 895 


Estimated net weight__.......____-- pounds__ 728, 052 
Postage revenue (estimated) ...--per pound.. ‘$1. 95 
Postage revenue, Canada ep lelacria G 1, 419, 701 


Foreign air-mail postage revenue, less Canada_- 24, 385, 462 
Segregated United States overseas mail_ _..pounds_ _5 5, 060, 75 
Postage revenue (estimated) Lccnwden ee pewea.. . *$i.2 

Total_ ree ha <a ed eh Sa srt : 6, 406, 910 


Postage revenue (estimated), international and overseas (less mili- 

tary) _ a y ; ‘ the ; . 8 792, 372 
Postage revenue for intra-Alaskan air-mail traffic (estimated) ce) 
Postage revenue for Caribbean Atlantic Airlines, Inc., air-mail traffic 

(estimated) _______-_- ; Sahl cr ig (8) 


Total, international and overseas, intra-Alaskan and Carib- 
bean Atlantic airlines air-mail revenues (estimated) _- 30, 792. 372 


Corresponding ton-miles of air mail ® : . 16, 855, 205 
Average postage revenue per ton-time (estimated) : : $1. 83 
Proposed compensatory rate at 80 percent of computed average post- 

age revenue es PE ; Bie Sete Basen jects , $1. 46 


1 Estimated postage revenue on all air mail for foreign countries, including Canada. 

2 Postage revenues for air mail to Canada are de iucted as CAB recurrent reports include Canadian “‘stub- 
end” traffic with United States domestic operations. 

’ This is entirely an estimated figure as the weight of equipment is not known. 

4 This is the average revenue per pound for domestic air-mail letters and cards for the calendar year 1950. 
The revenue per pound on mail for Canada has not been compiled but it is estimated it would be approxi- 
mately the same as the revenue on domestic air-mail letters and cards, as the same rates are applicable. 

5 The total weight of air mail exchanzed wit h the possessions and Territories of 5,750,852 pounds include 
mail to and from the military. Separate weizhts of military mail have not been compiled. In compiling 
the table for 1949, the weicht of military mail was equal to 12 percent ofthe total weight. Thissame percent 
has been used in estimating the weizht of military mail for 1950. 

6 Average revenue per net pound ofall donestic air mail was $1.4076 in the calendar year 1950. As pound- 
age and ton-miles reported by the airlines are gross (including weizht of baz, lock, and Post Office docu- 
ments), about 90 percent (estimated) of the gross pound is net (postage revenue weight.) $1.4076X90%= 
$1.266 per pound. 

7 Intra-Alaskan air mail postage revenue is not available. Postage revenue for some intra-Alaskan air 
mail has already been included in that assizned to overseas air mail. 

§ For reasons somewhat similar to the foregoing, postage revenues assignable to Caribbean Atlantic air 
mail traffic were also omitted, by direction. 

® See attached compilation in Statement B. 
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STATEMENT B 


Ton-miles of United States mail conveyed by United States flag (international and 


overseas) Alaskan and territorial (Caribbean Atlantic) atrlines for the calendar 
year 1950 7 


TON MILES 


Total ! in- Estimated? | Alaska and 
ternational military territorial mm 
and overseas mail mail Potal 
mail 


Atlantic 
American Overseas ' i 1, 361, 848 
PAA-Atlantic 3, 764, 575 
Be ikkiatehipp ian aiinin 3, 339, 966 
Gulf and Caribbean: 
American 126, 664 
Chicago & Southern : 31, 882 
Colonial “ 6, 499 
Eastern 93, 113 
National 13, 682 
South America | 
Braniff 69, 444° 
PAA-Latin 5 2, 893, 128 
Panagra 381, 766 
UMCA 
Pacific 
Northwest 2, 099, O80 
PAA-Pacific 5, 908, 702 
PAA-Alaska 431, 227 


United 666, 652 


Total___-- 21, 189, 128 
International and overseas (less military) 
Alaskan airlines: 

Alaska Airlines 
Alaska Coastal 

Byers 3 

Cordova. -. 

Ellis 

Northern Consolidated 
Pacific Northern. 
Reeve 

Wien 


236, 223 
31, 904 
3, O28 

» 293 

8, SAO 
on 


Total 
Territorial: Caribbean Atlantic 


Total 


1 Includes international (foreign), overseas and military United States mail. 
? Separate ton-miles of military mail have not been compiled. In compiling the table for 1950, the ton- 


miles of military mail was equal to 24 percent of the total ton-miles. 
estimating the total number of ton-miles for 1950. 
? Formerly Lon Brennan Air Service. 


This same percent has been used in 


OFFICE OF THE PosTMASTER GENERAL, 
Washington, D. C., July 23, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CHaAriRMAN: This letter is in reference to S. 436. 

In my repori to you on 8. 1657, dated June 27, I stated my agreement with 
the purpose of that bill to separate subsidy from air-mail pay, but set forth my 
objections to specific provisions therein designed to carry out that purpose. | 
outlined in that report, and in my report to you on 8. 1137, dated April 30, 1951, 
my views on certain principles that should be incorporated in any legislation on 
this subject. 

In view of the active consideration now being given to all bills bearing on this 
subject, I believe it would be helpful vo resiate the Department’s views in this 
report to 8S. 436, introduced by you, which bill, with certain changes, would in 
the Department’s view effectively eliminate any subsidy from air-mail pay. 

5. 436 provides for the accomplishment of subsidy separaiion by authorizing 
the Civil Aeronautics Board to fix fair and reasonable rates for the transportation 
of mail by certificated air-mail carriers, with the express proviso that the rates 
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so fixed shall in no event exeeed the reasonable and necessary cost to such carriers 
performing the service, including a fair return. In our view, these provisions 
are sound and conform to long-established principles of rate making, principles 
that have been interpreted and applied by regulatory bodies and the courts. 

Section 406 (a) (1) of the bill would direct the Board to prescribe certain stated 
methods for ascertaining rates of mail compensation, namely, “by aircraft-mile, 
pound-mile, weight, space, or any combination thereof, or otherwise.’’ As indi- 
cated in my report on S. 1137, there must be a definite relationship between the 
physical unit of mail carried and the rate if subsidy is to be eliminated from air- 
mail pay. The Department, therefore, is of the view that the rate be stated on 
a ton-mile or pound-mile basis. 

The bill provides that the Postmaster General may initiate a rate proceeding 
and shall take part in all mail-rate proceedings, however instituted, but there is no 
express provision authorizing the Postmaster General to obtain information from 
carriers in connection with such rate proceedings. Obviously, before these 
functions can be performed, the Postmaster General must have information upon 
which to act. Since all cost informaiion is in the hands of the carriers who perform 
the service, it is essential that the Postmaster General be authorized to obtain 
such information direct from the carriers as he deems necessary to prepare and 
present the Department’s case in any rate proceeding. It should be added that 
the Department has never initiated a rate proceeding under the present act. 
With this duty placed upon the Department, as contemplated in 8S. 436, the ability 
to obtain such information directly is, as stated, essential to determine the extent, 
if any, of the Department’s participation in a given proceeding. 

Since the objective of this bill is to eliminate any subsidy element from air-mail 
pay, it is also necessary to provide for the clarification of a provision of existing 
law, sec. 405 (g), of the Civil Aeronautics Act, relating to the tender of mail. 
Section 405 (g) provides that the Postmaster General ‘‘shall’’ tender mail to the 
holder of a certificate authorizing the transportation of mail by aircraft ‘‘to the 
extent required by the Postal Service for transportation between the points 
named in such certificate for the transportation of mail.’’ Despite this express 
language, under the present subsidy provision, it has been held that the Post- 
master General must tender mail to every certificated carrier. Obviously, unless 
the Postmaster General has the authority to determine the transportation service 
required in accordance with the needs of the postal service, the elimination of 
subsidy from mail rates has not been entirely effectuated. Air carriers should 
be certificated to handle mail, as motorbus carriers are now certificated under the 
Interstate Commerce Act to handle mail, with the right in the Postmaster General 
to tender mail to such carriers as the needs of the postal service require. 

Finally, the Postmaster General should have the right to seek judicial review of 
mail-rate orders of the Board. Under the present act, air carriers have such right 
and have repeatedly exercised it, but the right of the Postmaster General to obtain 
judicial review is not clear and therefore should be specifically provided for in such 
legislation. 

I am in full accord with the objective of S. 436, and, with the adoption of the 
suggestions above set forth, would favor its enactment. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of such report as the Department deems appropriate, but directs attention 
to the report submitted on 8S. 436 by the Bureau of the Budget. 

Sincerely yours, 
J. M. DoNALDSON, 
Postmaster General. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington 25, D. C., August 6, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Commitiee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuatrMan: Your letter of July 27 has been received with reference to 
a number of additional questions that have arisen during the course of the hear- 
ings on the several bills to separate air mail pay from subsidy, and asking to be 
furnished with complete information relative thereto for the record. In this reply 
our comments will relate to the numbered paragraphs of your letter: 

1. The block system of establishing an air mail rate structure as proposed by 
Mr. Carmichael of Capital Airlines contemplates a single compensatory rate for 
all certificated air mail carriers predicated on a ton-mile basis with variables or 


86630—51——46 
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breaks for distance and weight. Such a system in our opinion would materially 
increase the paper work on the part of the Department and would require the 
carriers to substantiate their monthly pay affidavits by a detailed submission of 
statistical data that would be burdensome. Such a system for determining mail 
pay would not meet the problem that Mr. Carmichael is apprehensive about in 
his statements before your committee. A trunk line carrier, for instance, oper- 
ating out of Washington via Chicago to the west coast and competing with Capital 
between Washington and Chicago would, under this proposed system, transport 
the mail at a much lower rate if given the mail at Washington than would be the 
case if Capital carried it and delivered the mail to one of the Big Four carriers in 
Chicago. In our opinion this proposed system does not present a desirable and 
workable rate structure. 

2. As to the suggestion submitted by Congressman Hinshaw whereby there 
would be two groups of airlines insofar as the rates are concerned does not, of 
course, provide what can be properly termed ‘‘compensatory rates.”’ The first 
group would be paid 25 cents per pound or $25 per 100 pounds; the carriers in the 
second group would be paid 50 cents per pound or $50 per 100 pounds, and in both 
cases it would be regardless of distance and there would be a 25-pound minimum 
that would pay $25 regardless of distance carried. Assuming, for example, that 
a carrier in the second group transported from 26 to 49 pounds at 50 cents per 
pound he would actually be paid less than the 25-pound minimum. Aside from 
the additional bookkeeping that this system would impose upon the carriers, 
especially the smaller carriers with frequent stops, it would penalize a carrier who 
because of bad weather could not stop at an intermediate point, and although he 
would be flying his prescribed mileage upon which he may now be paid he would 
not receive pay unless he made the stop. 

During the bad weather months stops are frequently passea up. It would also 
tend to eliminate the skip-stop exemptions which some of the feeder carriers have 
found to be beneficial. A further example may be cited: on one trip over a certain 
feeder route during the entire month of May 1951, a total of 311 stops were 
involved; at only 32 stops was the mail in excess of 25 pounds (only 12 of these 
stops exceeded 49 pounds), and at 134 of the 311 stops no mail was put on the 
plane. It is quite evident that at least in the second grouping there is an element 
of subsidy in the mail rate. It is not believed.that this proposed system would 
present a desirable and workable rate structure. 

3. You ask if air mail is really given a priority at the present time over other 
forms of traffic and if so, whether this priority has been exercised frequently and 
been costly to the carriers. Our regulations are designed to prevent the carriers 
from leaving the meil behind in favor of other forms of traffic, but in reality this 
so-called priority exists in theory only. It does not come into play on the feeder 
routes, on practically none of the regional carrier routes, and only occasionally 
on the others. The meil volume accounts for only a minor part of the total 
traffic volume. In 1949 mail volume amounted to 3.71 percent of revenue tons 
enplaned, and 3.60 percent of revenue ton-miles in regular combination service. 
United Air Lines, for example, had over 59 million available ton-miles of cargo 
capacity in ® vear when it carried actuslly only 9.2 million ton-miles of mail. 
In the Big Four case, TWA contended that they block seats to carry mail and 
inferring that thev have lost passenger revenue thereby. This company’s rules 
forbid the use of the main cabin of their Constellations for handling any type of 
cargo, hence, in these instances TWA places the mail in the forward passenger 
compartment which has eight seats. Our records show that in the main when 
this occurs that there are vacant seats in the main cabin. The facts are that 
there is little or no displaced and lost traffie because of mail priority. 

4. Schedules of the carriers receiving mail pay are definitely set up by the 
carriers for the convenience of passenger traffic and not primarily for the postal 
service. Furthermore, there are no scheduled flights being operated that were 
established solely for the postal service. It is obvious that where approximately 
85 percent of the total revenue of the Big Four carriers stems from passenger 
traffic that it is this class of traffic which determines schedules. On the other 
hand, no postal official is consulted as to the type or speed of equipment for any 
particular flight and neither is the Department consulted in most cases as to what 
or how many stops are to be made on a particular scheduled flight. The Depart- 
ment accepts what schedules are offered and tries to fit the mail service into the 
pattern which the carriers themselves have prescribed. At times the carriers’ 
disregard for the mail service has such an adverse effect on mail scheduling that 
their attention must be called to the poor service resulting from the changes. 
This action by the Department, however, is taken for the purpose of maintaining 
the record and generally results in no improvement. 
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5. A study of the actual service performed for express will show that it is at least 
as costly, and in the case of freight more costly, than that performed for mail. 
In the case of mail, the air carriers receive their shipments from the shipper at the 
airport and merely load them, transport the same to destination, and there un- 
load it. This is not so as to freight or express where pick-up and city delivery is a 
part of their haul. Mail will run consistently more uniform than either express or 
freight. As to rates for small volume and short haul, also as to large volume and 
long haul, the Department feels that any determination of the mail rate must take 
into consideration the comparisons with other air services. 

6. Statistics as to the volume and percentage of air mail that is transported by 
other means than aircraft are not available but from our experience it is believed 
‘to be small. Surface transportation for this mail is only used when it would be 
beneficial to the mail and that is what the patrons are expecting. Between 
Washington and New York certain air mail posted in the evening is given rail 
transportation to New York as a means of expediting it and insuring early morning 
deliveries. This is so when you consider that both of these post offices are located 
adjacent to the railroad stations, the distance between cities is relatively short, 
and the mail is worked en route. 

Sincerely yours, 


Postmaster Ceneral. 


Civiz AERONAUTICS BoarD, 
Washington, July 17, 1951. 
Hon. Epwin C. JoHNson, 
Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR JOHNSON: Reference is made to the committee’s request for 
certain information directed to representatives of the Department of State during 
their appearance before the committee in executive session on June 29, 1951. 
The Department of State has asked the Civil Aeronautics Board to furnish the 
committee with a part of this information, namely, that related to the traffic and 
seating capacity of the United States and foreign air carriers authorized by this 
Government to engage in foreign air transportation to and from the United States. 

Although the committee’s request was for data on current traffic and seating 
capacity as compared with traffic and seating capacity 5 years ago, the tables 
attached hereto make comparisons between 1946 and 1947 statistics on the one 
hand, and 1951 statistics on the other. The reason for adding the 1947 data is 
that foreign airline operations to and from the United States were practically non- 
existent outside of this hemisphere until the latter part of 1946 due to the postwar 
inability of the transoceanic foreign carriers to obtain early delivery on suitable 
aircraft with which to inaugurate their services. By January 1947 the situation 
had changed to the extent that the more important foreign airlines had begun 
operations across the Atlantic although none had yet inaugurated service across 
the Pacific. ‘ 

The tables attached hereto are as follows: 

I. Number of transatlantic passengers carried by United States and foreign 
scheduled air carriers during first 5 months of 1946, 1947, and 1951. 

II. Seating capacity per week offered by airlines operating to and from the 
United States, January 1, 1946, January 1, 1947, January 1, 1951. 

III. Foreign air carrier permits issued by the Civil Aeronautics Board since 
January 1, 1946. 

No data with which to make comparisons is available to the Board relative to 
the traffic carried by any foreign airlines other than those operating across the 
Atlantic. 

Sincerely yours, 
DonaLpv W. Nyrop, 
Chairman- 


TaRwxie I.—Number of trans-Atlantic passengers carried by United States and foreign 
scheduled air carriers during first 5 months of 1946, 1947, and 1951 


January January January- 
May 1946 May 1947 May 1951 


United States scheduled air carriers_- 
Foreign scheduled air carriers 
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Tasie IT.—One- ae seating capacity - week offered by airlines operating to 
and from the U ‘nited States, Jan. , 1946, Jan. ,: 1097, "fem. z; 1951 





| Jan. 1, 1946 | Jan. 1, 1947 Jan. 1, 1951 


| 
Trans-Atlantic: | 
| 


United States airlines___- Pi ‘ beceledie es : 723 1,902 | 1, 922 

PING NOR iniao dain dain an edace dalek Vases enthed bua Dihubod ea’ 504 1,044 
Trans-Pacific: | | 

United States airlines___. : ae een Le oki Seeneuedeen 132 | 456 

Foreign airlines- ; : eee = eae ; eae 266 
Canada: | | 

United States airlines_-_.........- Maecs botealneteecmcale 2, 772 | 4, 466 | 3, 378 

Foreign airlines_- a es ie Z 549 1, 890 3, 439 
Latin America: } 

eee Ne I is. i eee Eo de ck edon 5, 571 9, 742 | 9, 583 

Foreign airlines... ._..- baie bck iatien aan 639 1, 868 4, 858 


TaBLe III.—Foreign air carrier permits issued by the Civil Aeronautics Board 
since Jan. 1, 1946 


TRANS-ATLANTIC 


Permits in force: Date issued 
Aerlinte Eireann Teoranta (not operating) . Jan. 1, 1948 
Compagnie Nationale Air France. . June 7, 1946 
E]-Al Israel National Airlines, Ltd_- June 12, 1950 
Cia. Mercantil Anonima de Lineas Aereas . Sept. 28, 1950 
Koninklijke Luchtvaart Maatschappij N. V . Mar. 14, 1946 
Linee Aeree Italiane, S. A _ May 25, 1950 
Loftleidir, H. F. (not operating) May 26, 1948 
Societe Anonyme Belge d’Exploitation de la Navigation 

Aerienne satin . Mar. 20, 1947 
Scandinavian Airlines System Nov. 24, 1947 
Swissair, Schweizerische Luftverkehr—AG . . Oct... 23: 1047 


Permits not in force: 
Det Danske Luftfartselskab A/S (transferred to SAS) .--. Mar. 1, 1946 
Det Norske Luftfartselskap A/S (transferred to SAS) _- Nov. 5 j 
Svensk Interkontinental Lufttrafik A. B. (transferred to SAS). Jan. 26, 1946 


TRANS-PACIFIC 
Permits in force: 


British Commonwealth Pacific Airlines, Ltd____ -~ oan, 24, 1947 

Philippine Air Lines, Inc -. May 21, 1947 

Permits not in force: China National Aviation Corp. (expired)... Sept. 15, 1947 
CANADA 


Permits in force: Canadian Pacific Air Lines, Ltd__- ae, Lo EBs Oct, 17, 1949 


LATIN AMERICA 
Permits in force: 
Aeronaves de Mexico, 8. A__-_- Senet July 31, 1946 
Empresa de Transportes Aerovias Brasil, S. A____- epee? ee 


Aerovias Ecuatorianas, C. A. (not operating) _- ; .-«-= e4une.41,.1951 
Aerovias Guest, eS Aug. 10, 1950 
Aerovias ‘“‘Q,”’ 8. Res .. Jan. 29, 1947 
Aerovias Nacionales de Colombia, 8. A_- June 21, 1946 
Bahamas Airways, Ltd_- May 20, 1947 
en Caribbean Airways, Ltd. (not operating) ___- --. ens 7, 1940 

Caribbean International Airw ays, Ltd. (nonscheduled) - - _- May 4, 1949 
Cia. Dominicana de Aviacion, 8. A- Mar. 6, 1951 
Servicos Aereos Cruzeiro do Sul, Ltda. (not operating) - - Dec. 22, 1949 
Flota Aerea Mercante Argentina_ — __-_ Jan. 13, 1950 
Lineas Aereas Costarricenses, 8S. A_- Sept. 28, 1950 
Linea Aeropostal Venezolana__- Aug. 15, 1946 
Peruvian International Airways (not operating) - - July 24, 1947 
Servicios Aereos, 8S. A. (not operating) - - _- Oct. 3, 1950 
TACA de Colombia (not operating) _.. June 21, 1946 


Transportes Aereos Nacionales, 8. A___________- : . May 18, 1950 
Permits not in force: 

British South American Airways Corp. (transferred to BOAC)_. Dec. 29, 1947 

Cia. Panamena de Aviacion, 8. A. (expired)_..._______- _. May 1, 1947 
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DEPARTMENT OF COMMERCE, 
Civit AERONAUTICS ADMINISTRATION, 
August 2, 1951. 
Hon. Epwin C. JOHNSON, 
United States Senate, 
Washington, D. C. 


DeaR SENATOR JOHNSON: In a letter dated July 11, 1951, the Chairman of the 
Civil Aeronautics Board conveyed to me your request for a tabulation of appro- 
priations made to the Civil Aeronautics Administration. 

The tabulation attached sets forth the amounts appropriated under each head 
during the past 5 years and total amounts appropriated for the years 1940 through 
1946. 

The letter from the Chairman of the Board states that you are interested in 
ascertaining the cash outlay by the Federal Government for the benefit of the 
airlines. As you know, the funds appropriated for programs of this Administra- 
tion, such as the establishment, maintenance, and operation of air-navigation 
aids and facilities, serve all users of the airspace, including private, military, and 
commercial aircraft. Similarly, in developing airports, assistance is given to 
cities, counties, and States. We do not, therefore, consider our services as being 
for the primary benefit of any segment of the aviation industry. For this reason, 
cost-accounting systems which would develop the cost of services rendered for 
any particular type of operation are not maintained. 

The establishment of acceptable cost-ascertainment systems, which would 
allocate properly the cost of services rendered to the various segments of the 
aviation industry, is an extremely complex problem and one which I would be 
glad to discuss with you, or members of your staff, at your convenience. 

Sincerely yours, 
C. F. Horne, 


Administrator of Civil Aeronautics. 


Statement of Civil Aeronautics Administration appropriations, including contract 
authorization and excluding amounts for liquidation of contract authorizations 


1947 


Salaries and expenses 
Operation and maintenance of Federal air- 
witys $36, 544, 418/$56, 356, 510) $65, 393, 303 $71, 302, 698 $74, 865, 112 
All other _| 13, 271, 102) 16, 606, 258) 21, 832, 697 


3. 699, 407) 23. 634, 
Total, salaries and expenses 49, 815, 520) 72, 962, 768) 87, 226, 000) 95, 002, 105! 98, 500, 000 

Establishment of air navigation facilities (con- 

struction of air navigation aids) 19, 200) 11, 149, 066) 22, 440, 499) 37,450,009) 21, 500, 000 
Technical development and evaluation 000; 1,600,000 1, 850, 000 , 450, 000 _ 375, 000 
Maintenance and operation, Washington Na- 

tional Airport 000 . 1, 240, 000) 1, 250, 00 000 
Construction, Washington National Airport 1, 835 ) 196, 500 000 
Federal-aid airport program, Federal Airport 

Act 5, 000; 32, 500,000) 40, 000, )} 39, 500, 006) 39, 000 
Preliminary planning and surveys (for the Fed- 

eral-aid airport program) 2, 000 
Claims, Federal Airport Act . 1, 659, 524 046, 104 
Construction of public airports, Territory of 

Alaska 2 000 500, O00 ¥ 
Air navigation development 000! 7,000,000) 5,365, 000 
Maintenance foreign air navigation facilities 000 
Land acquisition, additional Washington air- 

port. 1, 000, 000 


Total 21, 537, 720) 119, 314, 334) 168, 851, 023) 187, 394, 709) 170, 902, S86 


Statement of Civil Aeronautics Administration appropriations 


{Consolidated appropriations made to the agency during years indicated] 
Amount {mount 
| SSPE ee es $25, 110, 900 | 1944 $73, 350, 790 
1941_ : 103, 242, 637 | 1945 : 36, 040, 478 
1942_ stds “naan Sod, Se, 202 | 1986... 59, 372, 832 
1943 eS Pet _.. 314, 865, 225 
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Unirep States DEPARTMENT OF THE INTERIOR, 


OFFICE OF THE SECRETARY, 


Washington 25, D. C., August 3, 1951. 
Hon. Epwin C. JoHnson, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


My Dear Senator Jounson’ Further reference is made to your request for 
the views of this Department on S. 1657, a bill “To adjust the rates of payment 
for the transportation of mail by air carriers and to authorize subsidies for air 
transportation essential to national defense and commercial development, and 
for other purposes.” 

The principal objective of S. 1657 is to separate airline subsidies from mail 
pay. The bill would permit the continued subsidization of air transport devel- 
opment, but would require that such assistance be provided separately from the 
payment for handling mail. 8. 1657 does not appear to affect any matter upon 
which this Department would be in a position to give helpful information or 
advice. Accordingly, this Department has no comment to offer with respect to 
the merit of the purposes or provisions of the bill. I appreciate your bringing 
this matter to the Department’s attention and affording it the opportunity of 
submitting a report. 


Sincerely yours, 
VerRNoN D. Norturop, 
Assistant Secretary of the Interior. 


INTERSTATE COMMERCE ComMMISSION, 


June 15, 1951. 
Hon. Epwin C. JouHnson, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear CuarrMAN JoHNSON: Your letter of June 13, 1951, addressed to the 
Chairman of the Commission and enclosing for consideration, 8S. 1657, introduced 
by you, “To adjust the rates of payment for the transportation of mail by air 
carriers and to authorize subsidies for air transportation essential to national 
defense and commercial development, and for other purposes,’”’ has been referred 
to our legislative committee. After careful consideration by that committee, I 
am authorized to submit the following comments in its behalf: 

S. 1657 does not pertain to the duties of the Interstate Commerce Commission, 
and we are therefore not in a position to express a helpful opinion with respect to 
its merits. Accordingly, it seems unnecessary to accept your kind invitation to 
participate in the hearings set for June 21. 

Respectfully submitted. 

Water M. W. Spiawn, Chairman, 
CHaRLEs D. MAHAFFIE, 
Joun L. RoceErs, 

Legislative Committee. 


TREASURY DEPARTMENT, 


June 21, 1951. 
Hon. Epwin C. JoHNSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CrarrMan: Reference is made to your letter of June 13, 1951, 
regarding 8. 1657, the bill introduced by you to adjust the rates of payment for 
the transportation of mail by air carriers and to authorize subsidies for air trans- 
portation essential to national defense and commercial development, and for other 
purposes. You state that hearings on the bill are scheduled to begin on June 21, 
1951, and invite Treasury Department testimony. 

The bill would establish rates of compensation payable by the Postmaster Gen- 
eral for domestic and foreign transportation of mail. At 3-year intervals, the 
Civil Aeronautics Board would be authorized to modify these rates under certain 
conditions. In order to maintain and continue air transportation development 
in the interest of national defense and the foreign and domestic commerce of the 
United States, the Board would be authorized, upon petition and after notice and 
hearing, to make subsidy payments to air carriers authorized to transport mail by 
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aircraft. These subsidy payments would be made from funds appropriated to 
the Board for that purpose. 

The Treasury Department favors the principle of separation of the air-carrier 
subsidy from the postal expenditures for the cost of transporting mail. This was 
recommended by the President in his budget message of January 15, 1951. 
Whether the proposed legislation would appropriately implement this principle 
involves matters outside the jurisdiction of the Treasury Department. The 
Department, therefore, is not in a position to comment upon the provisions of 
the bill and does not wish to present testimony at the hearings before your com- 
mittee. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
Tuomas J. Lyncu, 
Acting Secretary of the Treasury. 


NATIONAL ApvisoRY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., February 12, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interestate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR JOHNSON: Permit me, in the absence of Chairman Hunsaker, 
to respond to your letter of January 15, 1951, enclosing for comment a copy of 
S. 436, a bill to provide for the separation of subsidy from air-mail pay, and for 
other purposes. This bill does:not affect the operation of the National Advisory 
Committee for Aeronautics. 

The NACA is reluctant to exercise such broad advisory functions as its name 
might seem to imply, because its prescribed functions under the law relate spe- 
cifically to scientific research in aeronautics. The Committee therefore does not 
submit any comment on the questions of policy involved in this legislation. 

Sincerely yours, 
J. F. Vicrory, 
Executive Secretary. 


NATIONAL ApDvisoRY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., March 19, 1951. 
Hon. Epwin C. JoHNnson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

DEAR SENATOR JOHNSON: Permit me, in che absence of Chairman Hunsaker, 
to respond to your letter of March 16, 1951, enclosing for comment a copy of 
S. 1137, a bill to provide for the separation of subsidv from air-mail pay in accord- 
ance with recommendations of the Commission on Organization of the Executive 
Branch of the Government. This bill does not affect the operation of the National 
Advisory Committee for Aeronautics. 

The NACA is reluctant to exercise such broad advisory functions as its name 
might seem to imply, because its prescribed functions under the law relate specifi- 
cally to scientific research in aeronautics. The Committee therefore does not 
submit any comment on the questions of policy involved in this legislation. 

Sincerely yours, 
J. F. Vicrory, 
Executive Secretary. 


NATIONAL ApvisoRY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., June 20, 1961. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR JOHNSON: Permit me, in the absence of Chairman Hunsaker, 
to respond to your letter of June 13, 1951, enclosing for consideration S. 1657, a bill 
to adjust the rates of payment for the transportation of mail by air carriers and 
to authorize subsidies for air transportation essential to national defense and 
commercial development, and for other purposes. This bill does not affect the 
operation of the National Advisory Committee for Aeronautics. 
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The NACA is reluctant to exercise such broad advisory functions as its name 
might seem to imply, because its prescribed functions under the law relate specifi- 
cally to scientific research in aeronautics. The Committee therefore does not 
submit any comment on the questions of policy involved in this legislation. 

In view of the foregoing, it appears unnecessary that the NACA be represented 
at the hearings on 8. 1657. 

Sincerely yours, 
J. F. Vicrory, 


+ 


Executive Secretary. 


NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., July 20, 19651. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


DEAR SENATOR JOHNSON: Permit me, in the absence of Chairman Hunsaker, 
to respond to your letter of June 27, 1951, enclosing for comment copies of bills 
S. 1756 and 8. 1757 relating to separation of subsidy from air-mail pay. These 
bills do not affect the operation of the National Advisory Committee for Aero- 
nautics. 

‘lhe NACA is reluctant to exercise such broad advisory functions as its name 
might seem to imply, because its prescribed functions under the law relate 
specifically to scientific research in aeronautics. The committee therefore does 
not submit any comment on the questions of policy involved in this legislation. 

Sincerely yours, 
J. F. Vicrory, Executive Secretary. 


NATIONAL ApvisorRY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., July 28, 1941. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

DrarR SENATOR JOHNSON: Permit me, in the absence of Chairman Hunsaker, 
to respond to your letter of Julv 19, 1951, enclosing for comment a copy of 8. 1870, 
a bill to adjust the rates of payment for the transportation of mail by air carriers 
and to authorize subsidies for air transportation essential to national defense and 
development, and for other purposes. This bill does not affect the operation of 
the National Advisory Committee for Aeronautics. 

The NACA is reluctant to exercise such broad advisory functions as its name 
might seem to imply, because its prescribed functions under the lawrelate specif- 
ically to scientific research in aeronautics. The Committee therefore does not 
submit any comment on the questions of policy involved in this legislation. 

Sincerely yours, 
J. F. Vicrory, Executive Secretary. 


DEPARTMENT OF STATE, 
Washington, July 16, 1951. 
Hon. Epwin C. JouNnson, 
l'nited States Senate. 


My Dear Senator Jounson: Reference is made to your letter of June 27, 
1951, requesting the comments of this Department on 8S. 1756 and 8. 1757, bills 
designed to provide for the separation of subsidy from air-mail pay, and for other 
purposes. 

On June 29, 1951, in testifying before vour committee, representatives of the 
Department stated the nature of the Department’s interest and its general position 
on the subject of subsidy separation. Principal emphasis was given to the problems 
that might develop from the disclosure of certain types of subsidy information in 
the international field. The position stated then in reference to other bills pending 
before your committee is equally applicable to 8. 1756 and 8S. 1757. In this 
testimony the Department restated its belief that subsidy separation should be 
made in the international field but that the information made public should not 
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be related to any smaller entity than the entire, or a major part of the, operations 
of each international air carrier. 

The Bureau of the Budget recently informed your committee of the position of 
the President which was in favor of legislative separation in respect to both 
domestic and international civil air operations. Since the Department has 
supported that position, it follows that 8. 1757, limited as it is to domestic opera- 
tions, would, in the opinion of the Department, be responsive to only a part of the 
problem of subsidy separation. Should this bill be enacted, the Department 
would find it necessary to recommend the enactment of a separate bill covering 
separation on the international field. However, rather than to suggest specific 
amendments to either 8. 1756 or 1757, the Department prefers to give its support 
to legislation along the lines of S. 436, assuming, of course, that the changes 
suggested by the various agencies of the Government during the recent hearings 
are acceptable and are incorporated in substance. 

Other than as stated above, there do not seem to be any provisions of 8. 1756 
or 8. 1757 which sufficiently affect the foreign relations of this Government to 
require specific comment by this Department. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
Ben H. Brown, Jr., 
Acting Assistant Secretary 
(For the Secretary of State). 


DEPARTMENT OF STATE, 
Washington, April 26, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

My Dear Senator Jounson: Reference is made to your letter of March 16, 
1951, requesting the comments of this Department on 8. 1137, a bill to provide for 
the separation of subsidy from air-mail pay in accordance with recommendations 
of the Commission on Organization of the Executive Branch of the Government. 

In connection with this bill the Department believes that it would be preferable 
to refrain from specific comments until the completion of the study of matters 
relating to subsidy now before the Air Coordinating Committee. In your letters 
of January 5 and 22, 1951, to Mr. Rentzel, Chairman of the Air Coordinating Com- 
mittee, you requested that certain policy problems relating to subsidies be analyzed 
and studied by the Air Coordinating Committee. This Department through its 
representation on that Committee is cooperating in the studies you have suggested 
in this regard. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
JacK K. McFatt, 
Assistant Secretary 
(For the Secretary of State). 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington, D. C., May 4, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senote, Washington 25, D. C. 

My Dear Senator JOHNSON: This is in reply to your request for the comment 
of the Bureau of the Budget on §S. 1137, a bill to provide for the separation of 
subsidy from air-mail pay. 

The separation of airline subsidy from mail pay is a part of the President’s 
legislative program, and has been recommended by the President in his two most 
recent budget messages. As pointed out in those messages, the President feels 
that the public is entitled to know what portion of air-mail payments represents 
compensation for the cost of handling mail, and what portion represents a subsidy 
for the promotion of the airline industry. The separation of these two elements 
would have the further advantage of removing from the postal deficit the non- 
postal cost which is represented by the airline subsidy. 
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For the above reasons, the objectives of 8. 1137 are in accord with the program 
of the President. However, this Bureau ana other interested agencies are studying 
the detailed provisions of this bill, together with the various other bills on this 
subject which are now pending before your committee. As soon as this study is 
completed, we will be happy to submit more detailed comments on this legislation. 

Very truly yours, 
F. J. Lawton, Director. 


DEPARTMENT OF THE AIR ForcE, 
Washington, June 28, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Commitiee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrMan: I refer to your request for the views of the Department 
of Defense with respect to 8. 535, a bill to provide for the separation of mail 
pay from subsidies in the case of air carriers engaged in international air trans- 
portation. ‘lhe Secretary of Defense has delegated to this Department the 
responsibility for expressing the views of the Department of Defense. 

The purpose of 8. 535.is to— 

1. Provide for the establishment of a Policy Committee on International Civil 
Air Transportation composed of the Secretary of State, the Secretary of Defense, 
the Secretary of Commerce, the Chairman of the Joint Chiefs of Staff, and the 
Chairman of the Civil Aeronautics Board (sec. 1300). 

2. Provide for a construction-differential subsidy and other similar assistance 
for the construction of flight equipment to be operated by international carriers 
of United States registry (sec. 1301). 

3. Provide for an operating-differential subsidy when United States air carriers 
are in competition with foreizn air carriers (sec. 1302), and when additional routes 
or services are established by the Civil Aeronautics Board for the national 
interest (sec. 13803-1304). 

' 4. Provide for the separation of mail pay from subsidies in the case of air car- 
riers engaged in international air transportation. 

There is now in existence an Air Coordinating Committee composed of members 
of subeabinet rank who represent governmental departments and agencies inter- 
ested in civil aviation. The primary purpose of this committee is to formulate 
policy covering all phases of civil aeronautics of interest to the Government. 
Therefore, the formulation of the Policy Committee contemplated in Section 1300 
appears to duplicate an existing group and also to impose an unnecessary burden 
on the Cabinet officers and others designated to compose this committee. 

Under the provisions of Public Law 867, Eighty-first Congress, the purpose of 
which is to promote the development of improved transport aircraft by providing 
for the operation, testing, and modification thereof, the Prototype Aircraft Ad- 
visory Committee was appointed by the Secretary of Commerce to recommend 
procedures for implementing Public Law 867. ‘This committee now has under 
advisement a recommendation under which the Air Coordinating Committee 
would be requested to recommend to the President that all pending legislation 
relative to prototype aircraft be withheld from enactment until study and recom- 
mendations from the Advisory Committee can forecast areas in which additional 
legislation on this subject may be needed. Until this study by the Prototype 
Aircraft Advisory Committee is completed, the construction-differential subsidy 
authorized under section 1301 of S. 535 is not warranted. 

‘The operating-differential subsidies proposed in sections 1302, 1303, and 1304 
of S. 535 are the primary concern of the civil agencies concerned with aviation. 
The interest of the Department of Defense in the above is primarily that of pro- 
tecting the strategic security considerations involved in this subsidy. 

The Department of Defense considers that injury to the national interest might 
result from disclosure of certain types of detailed information on subsidy pay- 
ments which would reveal either the monetary value or the relative importance 
this Government attaches to its commercial air service to any particular point, 
or particular country, such as might be developed in hearings leading to subsidy 
awards. This Department recommends that adequate safeguards against the 
disclosure of such details be accomplished by expanding section 1104 of the Civil 
Aeronautics Act of 1938, as amended, to permit the withholding of information, 
the disclosure of which, in the opinion of the President, would jeopardize the 
national interest. 
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The Department of Defense is opposed to the enactment of 8. 535. 

This report has been coordinated among the departments and boards of the 
Department of Defense in accordance with the procedures prescribed by the 
Secretary of Defense. ; 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
Tuomas K. FINLerrer. 


DEPARTMENT OF THE AIR Force, 
Washington, June 28, 1951. 
Hon. Epwin C. JoHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrMan: I refer to your request for the views of the Department 
of Defense on 8. 1657, 8S. 436, and 38. 1137, similar bills regarding the separation 
of airmail pay from subsidv. The Secretary of Defense has delegated to this 
Department the responsibility for expressing the views of the Department of 
Defense. 

The purpose of these bills is to provide for the separation of airmail pay from 
subsidy. 

The Department of Defense is of the opinion that this subject is one of primary 
concern to other agencies of the Government; however, we do have an interest 
in any bill which may affect the development of a prosperous, economically sound 
civil-air-transport system, The Nation’s total civil airlift capacity is a vital 
factor in defense planning. Particularly is this true of operations which encourage 
the development and use of long-range aircraft, such as on international routes. 

The desirability from the point of view of efficient Government administraticn, 
of separating subsidy and service mail pay has been recognized by the Department 
of Defense. The manner in which such separation is accomplished, however, is 
not of direct concern to this Department, with one possible exception, namely, 
that relating to international operations. 

In the international field, the Department of Defense considers that injury to 
the national interest might result from disclosure of certain types of detailed 
information on subsidy payments which would reveal either the monetary value 
or the relative importance this Government attaches to its commercial air service 
to any particular point, or particular country, such as might be developed in 
hearings leading to subsidy awards. This Department recommends that adequate 
safeguards against the disclosure of such details be accomplished by expanding 
section 1104 of the Civil Aeronautics Act of 1938, as amended, to permit the with- 
holding of information, the disclosure of which, in the opinion of the President, 
would jeopardize the national interest. 

In legislation providing for separation in both the domestic and international 
fields, it may be desirable to permit the regulatory agency to give first priority to 
domestic routes, and to defer separation for international routes for a year, until 
experience has been gained in the domestic field. 

The Department of Defense is unable to estimate the fiscal effects of S. 1657, 
S. 436, and S. 1137. 

This report has been coordinated among the departments and boards of the 
Department of Defense in accordance with the procedures prescribed by the 
Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
Tuomas K. FINLETTER. 


DEPARTMENT OF THE AIR FORCE, 
Washington, August 8, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CuarrMan: I refer to your request for the views of the Department 
of Defense on S. 1756, a bill to provide for the separation of subsidy from air-mail 
pay, and for other purposes. The Secretary of Defense has delegated to this 
Department the responsibility for expressing the views of the Department of 
Defense. 
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The purpose of this bill is to provide for the separation of airmail pay from sub- 
sidy. 

The Department of Defense is of the opinion that this subject is one of primary 

“ concern to other agencies of the Government; however, we do have an interest in 
any bill which may affect the development of a propserous, economically sound 
civil air transport system. The Nation’s total civil airlift capacity is a vital fac- 
tor in defense planning. Particularly is this true of operations which encourage 
the development and use of long-range aircraft, such as on international routes. 

The desirability from the point of view of efficient Government administration, 
of separating subsidy and service mail pay has been recognized by the Department 
of Defense. The manner in which such separation is accomplished, however, is 
not of direct concern to this Department, with one possible exception, namely, 
that relating to international operations. 

In the international field, the Department of Defense considers that injury to 
the national interest might result from disclosure of certain types of detailed 
information on subsidy payments which would reveal either the monetary value 
or the relative importance this Government attaches to its commercial air service 
to any particular point, or particular country, such as might be developed in 
hearings leading to subsidy awards. This Department recommends that adequate 
safeguards against the disclosure of such details be accomplished by expanding 
section 1104 of the Civil Aeronautics Act of 1938, as amended, to permit the 
withholding of information, the disclosure of which, in the opinion of the President, 
would jeopardize the national interest. 

In legislation providing for separation in both the domestie and international 
fields, it may be desirable to permit the regulatory agency to give first priority to 
domestic routes, and to defer separation for international routes for a year, until 
experience has been gained in the domestic field. 

The Department of Defense is unable to estimate the fiscal effects of S. 1756. 

This report has been coordinated among the departments and boards of the 
Department of Defense in accordance with the procedures prescribed by the 
Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 

Joun A. McCone, 
Acting Secretary of the Air Force. 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, August 6, 1951. 
Hon. Epwin C. Jounson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrMan: I refer to your letter of July 27, 1951, requesting the 
views of the Department of Defense on questions that have arisen in the hearings 
on 8. 1657 and similar bills. 

I enclose the following comments representing the views of the Department of 
Defense on questions 1 through 6. 

Question 1.—The Department of Defense would prefer that “any certificated 
air carrier’ be made eligible to apply for subsidy as provided in 8. 436. The 
Department of Defense has a twofold interest in defense requirements concerning 
civil aircraft. These requirements are for passenger and light cargo aircraft and 
heavy cargo transports. It is the opinion of the Department of Defense that it 
would appear to be inconsistent to deny to the Government the possibility, if 
desirable in the national interest, of subsidizing operators of heavy-freight aircraft 
requiring little conversion for military use. The requirements of passenger and 
freight traffic are both important to the military program. 

Question 2.—Civil aircraft were not utilized in the shuttle service into Berlin. 
Such aircraft were used to supplement or take the place of military air transports 
diverted from their normal operations during the emergency. In the Korean 
operation, civil air carriers receiving mail pay from the Government lifted, during 
the period July 1, 1950, to February 28, 1951, inclusive, 69 percent of passengers 
and 52 percent of the cargo or a total of 59 percent of the traffic carried from the 
United States to Japan. Civil air carriers not receiving mail pay from the Govern- 
ment lifted, during this period, 31 percent of the passenger and 48 percent of the 
cargo, or 41 percent of the total. These figures represent the distribution of 
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traffic moved exclusively by civil air carriers. The time difference in response 
between the civil air carriers was not significant. It is a fact that one of the irreg- 
ular carriers was actually the first to be employed on the Korean airlift. This is 
primarily indicative of the nature of irregular carrier operations; such carriers 
are not in general committed to long-term contracts as, for example, the carriage 
of United States mail over regular schedules. Because of this they are more 
flexible in their operations. 

Question 3.—The average contract cost, including both passenger and cargo, 
out-bound between the west coast and Japan by the mid-Pacific route for the 
period July 1950 through February 1951, for those air carriers receiving air-mail 
pay was 2.6 cents per ton-mile greater than for those carriers which do not receive 
air-mail pay. It is desirable to point out that oftentimes the Department of 
Defense is in a position to furnish aircraft on a rental or a loan basis wherein the 
contract cost to the Government would not require the computation of deprecia- 
tion or interest on investment. Thus the use of this figure without this and other 
qualifications can be misleading. 

Question 4.—The Department of Defense has a continuing requirement to 
maintain within the Departmerrt an organic air-transport fleet comprised primarily 
of heavy cargo-type aircraft. There is also a requirement for additional transport- 
type aircraft composed principally of the personnel and light-cargo type comprising 
the major part of the civil air-carrier fleet. In the development of a commercial 
airline system there is always the problem of maintaining a proper balance 
between sound economic conditions and other factors relating to national interest. 
The Department of Defense feels that real progress has been made toward these 
objectives under the Civil Aeronautics Act, although the current civil fleet falls 
short of the quantity desired. 

Question 5.—The Department of Defense has supported subsidies in the field 
of civil aeronautics as being in the national interest. It is felt that civil agencies 
having authority and responsibility for Federal action in this field are in the best 
sition to determine the desirability of separating mail pay and subsidy. The 
Trimartanent of Defense cannot predict the effect that separation would have on 
national defense in regard to the stability of the reserve fleet. 

Question 6.—The national security requires the maximum development of air 
power commensurate with the resources of the country. The primary requirement 
of the Department of Defense, as previously stated, is the maintenance of a 
sufficiently large organic fleet of military air transports which, together with a 
reserve fleet of civil aircraft, will be adequate to-meet.current and future emer- 
gencies. With this in mind, the Department of Defense has relied on civil 
aviation to make an important contribution to the national defense in event of 
emergencies and has supported measures designed to encourage the development 
of a sound and expanding air-transport industry. 

Sincerely yours, 
Joun A. McCone, 
Acting Secretary of the Air Force. 


DEPARTMENT OF JUSTICE, 
July 2, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Senator: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 535) to provide for the separation 
of mail pay from subsidies in the case of air carriers engaged in international air 
transportation. 

The bill contains the declaration that the commerce, national defense, and 
postal service of the United States require a system of international air transporta- 
tion, and that the encouragement of such a system requires subsidy payments to 
international air carriers. In furtherance thereof, the bill would direct the Civil 
Aeronautics Board to grant construction-differential subsidies for flight-equipment 
acquisitions in the amount that domestic manufacturing costs exceed the fair and 
reasonable cost in foreign plants and to pay for any national defense features 
incorporated in the equipment. The Board would also be authorized to advance 
up to 75 percent of the net cost of equipment, secured by a mortgage at 314 percent, 
with semiannual installments payable over the economic life of the equipment. 

The bill would also direct. the Board to pay an operating-differential subsidy 
when required by the competition of foreign air carriers, such subsidy to equal the 
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difference in wages, materials, and insurance by which such carrier is at a disad- 
vantage with respect to such competitors. The bill further provides that if, at 
the end of a 10-year period, the average profits of the carrier exceed 6 percent on 
capital investment, the carrier shall pay back to the Board one-half of such excess 
up to the amount of the operating subsidy. It further requires the carriers to 
establish a special reserve fund for the deposit of annual profits in excess of 6 
percent, and limits disbursements therefrom. All sums deposited in such fund are 
exempt from all Federal taxes until withdrawal. 

The bill would also provide for the establishment of a committee in the execu- 
tive branch of the Government to be known as Policy Committee, International 
Civil Air Transportation, to consult with and advise the Civil Aeronautics Board 
with respect to routes or services required in the public interest and the procedure 
to be followed. The Policy Committee may authorize additional routes and 
subsidy and the Board may authorize such additional services in case of emer- 
gencies notwithstanding any provisions of section 401 of the act. The bill would 
further provide that where the Postmaster General finds that additional postal 
service is required between the United States and foreign countries he may certify 
such finding to the Board and if it approves, may authorize such subsidies pursuant 
to the provisions of the measure. 

The Board would be granted authorization to enter into contracts or make 
grants in an amount not exceeding $25,000,000 to cover the subsidies provided 
for in the measure. 

Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers not to make any recommendation. The Depart- 
ment is inclined to the view, however, that it is probably in the public interest to 
have an immediate complete cost study for all air carrier transportation and that 
such cost of transportation be made the basis for any future subsidy payments; 
also, that it is probably advisable that any such subsidy payments by the Govern- 
ment be separated from any mail pay; and that air rates be based upon the cost 
of such transportation. 

The Director of the Bureau of the Budget has advised that there is no objection 
to the submission of this report. 

Yours sincerely, 
Peyton Forp, 
Deputy Attorney General. 


DEPARTMENT OF JUSTICE, 
April 17, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Senator: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 436) to provide for the separation 
of subsidy from air mail pay, and for other purposes. 

The bill which would be cited as the ‘‘Air Mail Subsidy Separation Act of 1951’’ 
would amend the Civil Aeronautics Act of 1938, as amended (49 U. S. C. 401, 
et seq.) so as to provide for the separation of fair and reasonable compensation 
for air mail transportation and subsidy payments ‘‘determined by the Board to 
be essential (when taken together with all the other actual and potential revenues 
of the air carrier) to enable the air carrier under honest, economical, and efficient 
management to maintain and continue the development of air transportation 
to the extent and of the character and quality required for the national defense, 
the commerce of the United States, or the postal service.’’ The bill would 
empower the Civil Aeronautics Board to make subsidy payments for individual 
air carriers or classes of air carriers, or on the basis of any reasonable classification 
of carriers, services and routes and to prescribe the method or methods of such 
payments and duration of period for which applicable. In every petition for 
the fixing of a subsidy the petitioner shall have the burden of establishing the 
amount of subsidy payment required for its operations under the standard 
established by the measure. The bill would also provide that the Board shall, 
after notice and hearing, prescribe standards by which air carriers in keeping 
their accounts, records, and memoranda, shall allocate receipts from, and expendi- 
tures for, the air transportation services rendered by them. The bill would 
further provide that, on the basis of comprehensive studies to be made under 
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the provisions of the measure, the Board shall report to the Congress, on or before 
April 1, 1952, on what aggregate sums it estimates will be required during the 
fiscal year ending June 30, 1953 (1) to provide fair compensation for services to 
be rendered by air carriers in the carriage of the mails, and (2) to provide for pay- 
ment of essential subsidy. An appropriation to the Board of not to exceed 
$300,000 would be authorized to carry out the provisions of the measure. 
Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers not to make any recommendation. The Depart- 
ment perceives no objection, however, in the interests of sound administration 
and as encouraging efficiency and reducing operating costs, to the separation of 
subsidies from those payments which represent compensation for mail carriace. 
The Director of the Bureau of the Budget has advised that there is no objec- 
tion to the submission of this report. 
Yours sincerely, 
PEyTon Forp, 
De puty Attorne y General. 


DEPARTMENT OF JUSTICE, 
Washington, June 16, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Senator: This will acknowledge vour letter of June 13, 1951, invit- 
ing the Attorney General to testify at the hearing to be held by your committee 
beginning June 21, 1951, with respect to the bill (S. 1657) to adjust the rates of 
payment for the transportation of mail by air carriers and to authorize subsidies 
for air transportation essential to national defense and commercial development 
and for other purposes. . 

The Attorney General regrets that he will be unable to appear before your 
committee. The Department of Justice, however, is preparing a statement 
which we hope will be of assistance to the committee. 

Yours sincerely, 
Peyton Forp, 
Deputy Attorney General. 


TREASURY DEPARTMENT, 
Washington, July 31, 1951. 
Hon. Epwin C. JoHNson, ; 
Chairman, Committee on Interstate and Foretgn Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHartrMan: Further reference is made to your request for the 
views of the Treasury Department on 8. 1757, a bill to provide for the separation 
of air mail subsidy, and for other purposes. 

The bill would require the Civil Aeronautics Board to specify in its rate orders 
the amount of air carrier subsidy included in rates of compensation fixed for the 
transportation of mail by aircraft, except in foreign air transportation. The 
subsidy would be paid by the Postmaster General from appropriations made to 
the Board and credited to the appropriations of the Post Office Department. 

The Treasury Department favors the principle of separation of the air carrier 
subsidy from the postal expenditures for the cost of transporting mail. However, 
as recommended by the President in his budget message of January 15, 1951, it 
is believed that the subsidy should be paid by the Civil Aeronautics Board rather 
than by the Postmaster General. Moreover, it is suggested that the principle of 
subsidy separation should be applied to international air carriers as well as to 
domestic carriers. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
Joun S. GRAHAM, 
Acting Secretary of the Treasury. 
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COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington 25, January 31, 1951. 
Hon. Epwin C. JoHNsSOoN, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


My Dear Mr. CuarrMan: Reference is made to your letter of January 15, 
1951, requesting the comments of this Office concerning 8. 436, Eighty-second 
Congress, entitled ‘‘A bill to provide for the separation of subsidy from air-mail 
pay, for other purposes.” 

Section 2 of the bill would amend subsections (a), (b), and (c) of section 406 of 
the Civil Aeronautics Act of 1938, as amended, (49 U. 8. C. 486) so as to authorize 
the Civil Aeronautics Board to fix rates for transportation of mail by aircraft, 
such rates not to exceed the reasonable and necessary cost to the carrier, including 
a fair return, payments for such transportation to be made by the Postmaster 
General; and to make subsidy payments to an air carrier in an amount determined 
by the Board to be essential to enable the carrier to develop air transportation 
to the extent required for the national defense, the commerce of the United States 
or the postal service, such payments to be made by the Board. The amendment 
made by section 2 would apply only with respect to the transportation of mail 
or operations in air transportation occurring after March 31, 1952. Section 3 
of the bill would amend section 407 (d) of the Civil Aeronautics Act, as amended 
(49 U. 8. C. 487), so as to authorize the Civil Aeronautics Board to prescribe 
standards by which air carriers shall allocate receipts from, and expenditures for, 
air transportation services. The bill would authorize the Civil Aeronautics 
Board to make studies in connection with the provisions of the act and, on or 
before April 1, 1952, make to the Congress a written report as to the sums esti- 
mated to be required during the fiscal year ending June 30, 1953, to provide fair 
compensation to air carriers for mail transportation and for payment of subsidies; 
also as to potential revenues and other factors pertinent to the development of the 
air transport industry necessary for national defense, the commerce of the United 
States and the postal service. 

This Office has no information as to the need for or desirability of the proposed 
legislation and, therefore, I make no recommendation with respect to the enact- 
ment of S. 436. 

Sincerely yours, 
(S) Linpsay C. WaRREN, 
Comptroller General of the United States. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, August 7, 1951. 
Hon. Epwin C. JoHNSoN, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


My Dear Mr. CnuarrmMan: Reference is made to your letter dated January 18, 
1951, acknowledged by phone January 24, requesting the comments of the General 
Accounting Office concerning 8. 535, Eighty-second Congress, entitled ‘‘A bill to 
provide for the separation of mail pay from subsidies in the case of air carriers 
engaged in international air transportation.” 

Your attention is invited to Office letters dated June 21, 1951, B—84252, con- 
cerning 8. 1657, and July 23, 1951, B-84252, concerning S. 1756 and 8. 1757, 
Eighty-second Congress, pertaining to air mail pay and subsidies for international 
air transportation, wherein there was wholeheartedly approved the separation of 
payments for the transportation of mail by aircraft from the subsidies paid for 
the development and maintenance of aircraft services for the national defense and 
foreign and domestic commerce of the United States, as well as the principle of 
accounting for such subsidies through funds other than those appropriated to the 
Post Office Department. Also, in the letter of July 23 it was stated that pay- 
ments for maintenance and development of aircraft transportation required solely 
by the postal service should be made from funds appropriated to the Post Office 
Department, if the segregation of such subsidy payments is deemed feasible. 

Section 1301 of S. 535 would provide for the payment by the Civil Aeronautics 
Board to international air carriers of a construction-differential subsidy and, in 
addition, the‘excess cost of flight equipment incorporated for national defense 
purposes. 
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Section 1302 would provide for the payment of an operating-differential subsidy 
to such carriers only as are subject to competition by foreign air carriers and 
would require each international air carrier to create and maintain a special 
reserve fund from profits in excess of 6 percent in any year. The earnings de- 
posited to such account would be exempt from all Federal taxes, except that 
amounts withdrawn therefrom would be taxable as earnings in the year of with- 
drawal. Such an exemption from taxation of earned income in effect would 
amount to a further and hidden subsidy, the amount of which could not be 
computed. Said section 1302 would also provide for the recapture by the Board 
of amounts not in excess of the operating-differential subsidy payments when the 
carriers’ profits over a 10-year period exceed 6 percent in any year. This prin- 
ciple of recapture appears to be highly desirable and might well be applied in 
any legislation enacted for the payment of subsidies to air carriers. 

Section 1306 would provide for payment of both construction and operating 
subsidies by the Civil Aeronautics Board ‘‘out of sums to be appropriated there- 
for,’ presumably to the Board. As stated in the letter of July 23, it would be 
consonant with sound budgetary and appropriating techniques to require that 
such subsidies, granted solely on behalf of the postal service, be paid out of sums 
appropriated to the Post Office Department instead of direct appropriations to 
the Post Office Department instead of direct appropriations to the Board. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 


CoMPTROLLER GENERAL OF THE UNITED SratTEs, 
Washington 25, D. C., March 30, 1951. 
Hon. Epwin C. Jounson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

My Dear Mr. CuHarrMan: Reference is made to your letter of March 16, 1951, 
informally acknowledged March 20, requesting my comments concerning 8. 1137, 
EFighty-second Congress, entitled, ‘‘A bill to provide for the separation of subsidy 
from air-mail pay in accordance with recommendations of the Commission on 
Organization of the Executive Branch of the Government.”’ 

A companion bill, H. R. 3320, was introduced in the House of Representatives 
March 19, 1951, which contains an additional section 5 authorizing the Civil 
Aeronautics Board to make studies and reports to the Congress in connection 
with any of the provisions of that bill. 

In order to avoid the possibility of points of order being raised against subse- 
quent appropriations to the Board for payment of the subsidy if 8. 1137 is enacted 
into law, it is suggested that line 5 on page 5 of the bill be changed to read, 
“hereby authorized to be appropriated to the Board for such purpose.’”’ With 
respect to the merits of the separation of subsidy from air-mail pay, as stated in 
my letter of January 31, 1951, to you concerning 8S. 436, Eighty-second Congress, 
entitled ‘‘A bill to provide for the separation of subsidy from air-mail pay, and 
for other purposes,’’ this office has no information relative thereto and I therefore 
do not feel that I am in a position to make any recommendation as to the enact- 
ment of 8. 1137. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroiler General of the United States. 


GENERAL ACCOUNTING OFFICE 
COMPTROLLER GENERAL OF THE UNITED STATES, 

Washington, June 21, 1951. 

Hon. Epwin C, JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 
My Dear Mr. CHarrMan: Reference is made to your letter of June 13, 1951, 

requesting my views on 8. 1657 entitled a bill to adjust the rates of payment for 
the transportation of mail by air carriers and to authorize subsidies for air trans- 
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portation essential to national defense and commercial development and for other 
purposes. Since it is stated in your letter that, in lieu of appearing in person and 
testifying on the provisions of the bill, the filing of a letter or statement thereon 
would be satisfactory, I trust that this letter will suffice. 

The stated purpose of this bill is ‘‘to separate the payment for the transportation 
of mail by air carriers from whatever subsidies may be paid them.” The bill would 
amend section 406 of the Civil Aeronautics Act of 1938, as amended (49 U. S. C. 
486), to provide fixed rates for the domestic transportation of mail, such payments 
to be made by the Postmaster General from funds appropriated for the transpor- 
tation of mail by aircraft. The Civil Aeronautics Board would be empowered and 
directed to modify these rates as of July 1, 1955, and at 3-year intervals thereafter, 
upon finding that modification is necessary to maintain the rates for the transpor- 
tation of mail at a fair and reasonable level. The bill would also continue subsidy 
payments for essential air transportation, such subsidies to be paid or advanced 
out of funds appropriated to the Civil Aeronautics Board. 

The law as presently constituted provides that, in fixing and determining fair 
and reasonable rates of compensation for transportation of mail by aircraft, the 
Civil Aeronautics Board shall take into consideration, among other factors, the 
need of each air carrier for compensation for the transportation of mail sufficient 
to insure the performance of such service, and, together with all other revenue of 
the air carrier, to enable such air carrier under honest, economical, and efficient 
management to maintain and continue the development of air transportation to 
the extent and of the character and quality required by the carriers of the United 
States, the postal service, and the national defense, all compensation to be paid 
from appropriated funds of the Post Office Department. The proposed bill would 
provide for the separation of such payments—one portion to be paid by the Post 
Office Department and another to be paid by the Evil Aeronautics Board. The 
payment of subsidies by the Civil Aeronautics Board would be for the purpose of 
maintaining and continuing the development of air transportation (including the 
introduction of new and improved types of commercial aircraft) to the extent and 
of the character and quality required for the national defense and the foreign and 
domestic commerce of the United States. 

I am not able to state whether the method included in the present legislation 
or in the proposed bill for the determination of the amount of subsidy payments 
will result in fixing fair and reasonable subsidies. Neither am I able to state 
whether the proposed rates for the transportation of air mail are fair and reason- 
able. Moreover, I am not sure that the bill necessarily will accomplish the stated 
purpose of separating air mail pay from subsidies since it appears that the pro- 
posed rates may still consist of some subsidy. For example, it is stated that the 
proposed rate of 42 cents a ton-mile will apply to the mail carried by the larger 
domestic carriers, that these carriers are the more prosperous domestic carriers, 
and that they do not require a subsidy. The fixing of rates of 63 cents a ton-mile 
for regional or secondary air carriers, and 84 cents a ton-mile for local service or 
feeder carriers, would imply that these carriers require a subsidy, at least a 
portion of which is included in the higher rates. 

However, I do believe that the proposed bill if enacted into law would be a 
step in the right direction toward informing the American taxpayer of the amount 
he is required to pay for the maintenance and development of air transportation 
for the national defense and the foreign and domestic commerce of the United 
States. I am wholeheartedly in favor of legislation to separate payment for the 
transportation of mail by aircraft from payment of subsidies to air mail carriers. 
I am also in favor of the principle of accounting through funds other than those 
appropriated to the Post Office Deparinsens for subsidies paid for the maintenance 
and development of air transportation for the national defense and the foreign 
and domestic commerce of the United States. Continuous effort should be made 
to assure that the transportation of air mail is separated entirely from any element 
of subsidy and that the most equitable basis is found for determining the amount 
of subsidy required for the maintenance and development of air transportation. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 
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GENERAL ACCOUNTING OFFICE, 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 23, 1951. 
Hon. Epwin C. JoHNson, 

Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

My Dear Mr. CHarrMANn: Reference is made to your letter of June 26, 1951, 
acknowledged by phone June 29, requesting the comments of the General Account- 
ing Office concerning S. 1756, Eighty-second Congress, entitled ‘‘A bill to provide 
for the separation of subsidy from air-mail pay, and for other purposes,”’ and 
S. 1757, Eighty-second Congress, entitled ‘‘A bill to provide for the separation 
of air mail subsidy, and for other purposes.”’ 

Your attention is invited to Office letter of June 21, 1951, B—84252, to you, 
concerning S$. 1657, Eighty-second Congress, entitled ‘‘A bill to adjust the rates 
of payment for the transportation of mail by air carriers and to authorize subsidies 
for air transportation essential to national defense and commercial development, 
and for other purposes,”’ wherein it was stated that this Office was wholeheartedly 
in favor of legislation to separate payment for the transportation of mail by 
aircraft from subsidies paid for the maintenance and development of aircraft 
services for the national defense and foreign and domestic commerce of the 
United States, as well as the principle of accounting for such subsidies through 
funds other than those appropriated to the Post Office Department. It may be 
stated further that the payment for the carriage of mail should be confined to 
the cost of carrying the mail, plus a fair return and that the cost should include 
an amount for depreciation and maintenance of space or equipment made available 
for the carriage of mail. Also, payments for the maintenance and development 
of aircraft transportation required for the postal service, as distinguished from 
that required for the commerce of the United States and the national defense, to 
the extent that they constitute subsidy payments should be made from funds 
appropriated to the Post Office Department, if the segregation of such subsidy 
payments is deemed feasible. 

However, it is believed that the formula proposed in section 3 of S. 1756 
could result in the inclusion of subsidy payments in the mail rate. The Civil 
Aeronautics Board would be required to prescribe a mail rate sufficiently high 
to give rise to total revenues adequate to support not only the amount of service 
actually required by the Post Office Department for the carriage of mail but, 
along with other revenues, to support the total service furnished by the carrier. 
Exceptions might be made if substitute air service or surface mail transporta- 
tion were available. To the extent that the other revenues were insufficient 
to support the service not required for the carriage of mail, the deficiency would 
have to be covered in the mail rate, thus resulting in a subsidy payment. 

It may be pointed out that 8. 1757 likewise would not completely separate 
the payments for the transportation of mail by aircraft from the subsidy pay- 
ments in view of the phrase “except in foreign air transportation’’ on page 2, 
line 12, of the bill. Payments to citizens engaged in foreign air transportation 
could include subsidy payments, as well as amounts otherwise payable for foreign 
transportation of mail, and the entire amount would be paid from appropriations 
made to the Post Office Department without separation of subsidy from payments 
for transportation of mail. While the bill does not preclude the making of subsidy 
payments to citizens engaged in foreign air transportation of mail, it does preclude 
the separation of such subsidy payments from the gross payments for foreign 
air transportation. 

While the enactment of legislation to provide for the separation of subsidy 
from air-mail pay is strongly urged, this Office is not in a position to state how 
subsidy payments, if deemed necessary by the Congress, should be computed, nor 
whether the method provided in the existing legislation or as proposed in the 
bills, 8. 1756 and S. 1757, for the determination of the amount of subsidy payments 
will result in fixing fair and reasonable subsidies. 

Sincerely yours, 
Frank L. YATEs, 
Acting Comptroller General of the United States. 
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COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington 25, August 7, 1951. 
Hon. Epwin C. JoHnson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


My Dear Mr. CuarrMAn: Reference is made to your letter of July 19, 1951, 
concerning 8S. 1870, entitled ‘‘A bill to adjust the rates of payment for the trans- 
portation of mail by air carriers and to authorize subsidies for air transportation 
essential to national defense and development, and for other purposes.”’ 

Your attention is invited to Office letters dated June 21, 1951, B-—84252, con- 
cerning 8. 1657, Eighty-second Congress; July 23, 1951, B-84252, concerning 
S. 1756 and 8. 1757, Eighty-second Congress; and today, B-100851, concerning 
8S. 535, Eighty-second Congress, eee to air mail pay and subsidies for 
international air transportation, wherein there was wholeheartedly approved the 
sepa ation of payment for the transportation of mail by aircraft from the subsidies 
paid for the development and maintenance of aircraft services for the national 
defense and foreign and domestic commerce of the United States, as well as the 
principle of accounting for such subsidies through funds other than those appro- 
priated to the Post Office Department. Also, in the letter of July 23 it was stated 
that payments for maintenance and development of aircraft transportation re- 
quired solely by the postal service should be made from funds appropriated to 
the Post Office Department, if the segregation of such subsidy payments is 
deemed feasible. 

S. 1870 would provide for subsidy payments for interstate, overseas, and foreign 
air transportation by the Civil Aeronautics Board to any air carriers holding a 
certificate authorizing the transportation of mail by aircraft. The basis for 
arriving at such payments is stated in lines 11 to 24, inclusive, at page 4 of the 
bill, no distinction being made between construction and operating subsidies. 

In view of previous reports to your committee cited above concerning pending 
legislation affecting air mail rates and subsidies, I have no further comments to 
offer in respect to the provisions of 8. 1870. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 


GAMBRELL, Hartan & Barwick, 
Atlanta, Ga., July 25, 1951. 
Hon. Epwin C, JoHnson, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D, C. 

Dear SENATOR JOHNSON: As general counsel for Eastern Air Lines, Inc., I 
have been following closely the recent testimony before your committee in con- 
nection with proposed legislation to separate subsidy from compensatory mail 
payments made to the airlines. 

While Eastern Air Lines does not have any simple or novel solution for the 
problems facing your committee in connection with this legislation, I would like 
to inform you of Eastern’s ideas on this issue with the hope that your committee 
will find them to be of some value. 

First of all, Eastern believes that the compensatory mail rate must actually 
compensate the carrier fairly for the mail service it performs; otherwise, subsidy 
separation would be nothing more than an exercise in nomenclature. 

Secondly, Eastern believes that the compensatory rate for the transportation 
of mail between any two points should be the same for every carrier transporting 
mail between those two points; otherwise, the door would remain open for some 
carriers to obtain disguised subsidy by special pleading or by virtue of inefficient 
or uneconomical operations. 

Thirdly, Eastern believes that a uniformly constructed mail rate should be 
established between all domestic points, and by this we do not mean that the 
rate between one pair of points should necessarily be the same as that between 
another pair of points on a ton-mile basis or on a ton basis but that recognized 
factors which affect the cost of transporting the mail should be evaluated and 
incorporated into a universal formula for the computation of a compensatory 
mail rate. 

In the Big Four Mail Rate case, which is presently pending before the Civil 
Aeronautics Board, Eastern proposed a so-called composite mail rate composed 
of a line-haul rate and a terminal rate, with recognition of the minimum-ship- 
ment principle. The testimony of Mr. J. H. Carmichael, president of Capital 
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Airlines, before your committee suggested principles very similar to those which 
Eastern favored in the Big Four Mail Rate case. 

The line-haul rate would be stated in terms of cents per ton-mile of mail trans- 
ported and would be designed to compensate the carrier for the actual transpor- 
tation of the mail. In addition to the line-haul rate, each carrier would be paid 
a terminal*rate which might be stated either in cents per pound of mail or in 
cents per bag or outside piece of mail delivered to the carrier for transportation. 
The terminal rate would be designed to compensate the carrier for loading and 
unloading the mail, giving intelligent direction to the mail, and making landings 
and take-offs necessary to pick up mail. 

The composite-type rate mentioned above has been agreed upon by the Post 
Office Department and the railroads in establishing the mail rate for railroads in 
the Railway Mail Pay case, Docket 9200, now pending before the Interstate 
Commerce Commission. In that case the Honorable John M. Redding, Assistant 
Postmaster General, testified that the old flat rate established in 1920 ‘‘is in- 
equitable, unscientific, and unbusinesslike primarily because it provides the same 
rate per mile for the same unit of service notwithstanding the fact that the same 
amount of terminal service may be required for a 10-mile as for a 1,000-mile 
haul. 

You will, no doubt, realize that the composite-type rate which Eastern pro- 
posed in the Big Four Mail Rate case is essentially the equivalent of Mr. Sar. 
michael’s proposal that the per-ton-mile rate should be greater for short hauls 
than for long hauls. 

astern also believes that a compensatory mail rate should include the minimum- 
shipment principle, which means that if the shipment of mail weighs less than an 
established minimum poundage, the carrier would be compensated as though the 
shipment weighed the established minimum poundage. That principle is now 
employed by nearly all carriers in connection with freight, including the railroads, 
motor carriers, and the airlines, and appears to be sound. 

Eastern has also considered that it might be well to establish compensatory 
mail rates by the publication of a tariff, similar to tariffs which now exist in con- 
nection with passenger, freight, and express service. Such a tariff would state 
the compensatory rate between each pair of cities, and the same rate would 
apply to all carriers. The Civil Aeronautics Board might originally publish 
such tariff, with the carriers being given an opportunity to object to any particular 
rate as being unjust or unreasonable. New rates, either for the entire country or 
between particular points, might be established in a proceeding initiated by the 
Board or by a carrier, whenever the prevailing rate appeared to have become 
unjust or unreasonable. 

We recognize that Eastern’s proposals do not solve all of the problems in con- 
nection with the establishment of a compensatory mail rate, but we do believe 
that those proposals would accomplish the purposes of the proposed separation 
legislation as soon as the Board has had a reasonable time to determine and fix 
the compensatory rate. 

Very truly yours, 
I. SMyTHE GAMBRELL, 
General Counsel for Eastern Air Lines, Inc. 


ee 


Evanston, Itu., July 16, 19517. 
Hon. Epwin C. JoHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Senator JoHNson: I am taking the liberty of enclosing a copy of a 
memorandum I have prepared relating to a proposed method of domestic air-maik 
pay. You will note that it is based upon a relationship between pay rates and 
postal revenue and is independent of any subsidy considerations. 

You may recall that the Kelly Act of 1925 specified that pay for air-mail con- 
tractors was to be based upon a bid rate not exceeding 80 percent of the postal 
revenue from a given route. This fraction-of-postage method was cumbersome 
and intricate, largely because of the complex system of postage rates then in effect. 
Nine years later, the Air Mail Act of 1934 directed the Interstate Commerce Com- 
mission to prescribe mail rates which, after July 1, 1938, would keep the aggregate 
air-mail cost within the limits of anticipated postal revenues. 

It is believed that the method here suggested would be free of the defects in- 
herent in the provisions of the Kelly Act and would be consonant with the object- 
ives of the 1934 act. More specifically, the formula proposed should be able to 
claim the following advantages: 
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(1) Air-mail payments would be kept within postal revenues, thus reducing the 
Post Office Department’s deficit. 

(2) The difficulty of determining the actual cost to the airlines of performing 
mail service would be eliminated. Value of service rather than cost of service 
would be the mail-pay determinant. 

(3) The method is simple. 

(4) Budget making by the Post Office Department would be stabilized and ren- 
dered more definite. 

If you feel that this memorandum will be a helpful contribution to your com- 
mittee’s hearings on subsidy separation in mail pay, I would appreciate your hav- 
ing it included in the record. In any event, I should like to have a copy of that 
record when it is available for distribution. 

Very truly yours, ; 
Davin 8. STANLEY. 


Arr-Mart Pay as A FRaAcTION oF PosTAGE 


A formula is herein proposed which would establish a relationship between 
payments to air-mail carriers and the corresponding postal revenues. Airlines 
would be paid a rate for mail transportation between a given pair of cities, which 
would bear a prescribed ratio to the air letter or air-parcel-post postage rate, or 
revenue yield for the intercity route segment in question. In order to simplify 
the application of the formula, areas, rather than specific airline stops, might be 
used, with a principal city or town forming the basing point for each area. Thus 
a load of mail going from Lincoln, Nebr., to Lawrence, Mass., might have its 
mail-pay rate based upon the minimum air distance from Omaha to Boston. 
Distance would, of course, enter into the formula only if the postal revenue and 
letter mail pay rate were based upon the pound or ton-mile. The weight-mile 
unit is recommended as opposed to the pound or ton only, since use of the latter 
would result in a short haul airline’s receiving equal pay for the same load of mail 
as a long-haul carrier. The domestic air-mail letter postage rate is, of course, 
constant for all lengths of haul but parcel post rates vary with both weight and 
distance. 

Assuming that the pound or ton-mile is accepted as the unit of revenue and 
payment, it is necessary to decide whether to use the actual revenue yield or the 
computed revenue for a given weight of mail. The first figure would undoubtedly 
be greater than the second since fractions of ounces or pounds require the same 
postage as the next higher whole ounce or pound. To illustrate this difference, a 
100-pound mail load might actually contain letters whose aggregate postage was 
$150. If the current postage rate of 96 cents a pound or fraction thereof were 
applied, the aggregate postage on the assumed mail load would be $96. In 
both cases, special delivery and registration charges are omitted from the com- 
putations. In view of the possibility of such wide differences between actual and 
calculated postal revenue, the fraction of postage to be used for determining mail 
pay might be either 100 percent of calculated revenue or a smaller percentage 
of actual yield. 

If actual yield is used, it would require the compilation of the mail volume and 

»stal revenue generated between several city pairs for a representative period. 

‘rom this determination, the pound or ton-mile unit revenue could be calculated 
for each intercity segment. Once this was done, the unit revenue thus com- 
puted would be applied to future operations. It would then be only necessary 
to tabulate the pound or ton-miles performed and apply the revenue rate found 
as above. From this, the mail pay would be computed. In the event that the 
revenue per pound is taken as 96 cents, thus disregarding the effect of pound frac- 
tions, it would be unnecessary to determine the intercity mail volume for the 
survey period as above suggested. 

Should more than one airline participate in the transportation of a mail load, a 
problem would arise in the use of the proposed formula. For example, let it be 
assumed that the 100-pound mail load previously mentioned originates tat St. 
Louis and is destined for Cleveland. If this load is dispatched directly to the 
latter city on American Airlines, that company is obviously entitled to all of the 
prescribed fraction-of-postage pay rate. However, should the St. Louis post 
office decide to route the mail via Chicago for reasons of expeditious scheduling, 
two carriers would share in the haul. The load carries an amount of postage 
equal to $150, which remains the same no matter how the mail is dispatched. 
But consistency in the application of the formula dictates that the airline carrying 
the mail from St. Louis to Chicago is entitled to the same fraction of $150 that 
would accrue to American Airlines on its St. Louis-Cleveland haul direct, and the 
same would hold true of the Chicago-Cleveland carrier. Thus, the Post Office 
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Department would pay twice for the same mail load, and nullify the main argu- 
ment for adopting the formula. Unless some sort of adjustment is made, it would 
be patently impossible to keep mail payments within the bounds of revenue in 
cases where there is an interline mail transfer. 

The required adjustment could be made by dividing the postal revenue in 
proportion to the relative length of haul for each airline. In the example given, 
the St. Louis-Chicago mileage is 262 miles and that from Chicago to Cleveland 
308 miles. The St. Louis-Chicago carrier would receive therefore a payment based 
upon 262/570 of the $150 postage and the Chicago-Cleveland airline 308/570 of 
this amount. 

Other details pertaining to the implementation of the fraction-of-postage for- 
mula’s purposes would have to be worked out through study and experience. It 
is believed, however, that the foregoing discussion is sufficient to give an idea as 
to what the formula is supposed to accomplish and the methodology to be 
employed. 


Ark TRANSPORTATION, 
New York, N. Y., July 24, 1951. 
Senator Epwin C. JOHNSON, 
Chairman, Interstate and Foreign Commerce Committee, 
Washington, D. C. 

Dear SENATOR JOHNSON: If only my activities on Air Transportation maga- 
zine and the American !mport-Export Bulletin, etc., permitted, I would come down 
to testify personally at your hearings on air-mail subsidy separation. 

However, it is impossible for me to get to Washington at this time and I do 
not want to hold up the hearings by requesting a later appearance. 

Two years ago I appeared before your committee and stated: ‘‘We also have 
this separation of subsidy in air mail. I am particularly in favor of 8. 1431, 
another one of Senator Johnson’s bills, and not Senate Joint Resolution 92. I 
think S. 1431 is something very necessary” (report of proceedings, p. 3108). 

I still favor air-mail subsidy separation, and I believe that it should be applied 
to all our airlines without any special exemptions or delays for any of them. 

I endorse for the record the statement already given to you by Mr. Langdon 
P. Marvin,.Jr., for the Citizens Committee for Subsidy Separation, and wish to 
add my strong conviction that not only the taxpayers but also the health of the 
whole air transport industry will improve greatly upon enactment of 5. 436. 

Sincerely yours, 
JoHN F. Bupp, Publisher. 


BROTHERHOOD OF RaILWwAay CLERKS, 
Cincinnati, Ohio. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DEAR SENATOR JOHNSON: Our brotherhood has been following with interest 
the efforts which you have been making to procure separation of payment for 
carriage of air mail from subsidy given to the carriers. We are in sympathy with 
this purpose, since we believe the taxpayers of the country are entitled to full 
information on this subject. 

We understand that some question exists as to whether the separation should 
be made applicable to air transportation outside as it is to transportation within 
the United States. Special problems obviously exist here since our carriers 
compete directly with highly subsidized foreign lines. We believe that great 
caution should be exercised with reference to international separation to make sure 
that it is done on a basis that does not unfairly prejudice United States-flag 
carriers as against their foreign competitors. We would think it would be quite 
unfair if, as we understand has been suggested, the United States were to pay less 
for carrying its mails to American-flag lines, using American labor, than it was 
willing to pay foreign lines under any international treaty in which our Govern- 
ment is a party. Any such discrimination would react adversely not only to 
American-flag carriers, but also to their employees whose welfare is inevitably 
dependent upon the carriers’ being allowed to charge a fair price for all their 
products, including the carriage of United States mail. 

Very truly yours, 
GeorGE M. Harrison, 
Grand President, Brotherhood of Railway Clerks. 
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INTERNATIONAL ASSOCIATION OF MACHINISTS, 
Washington, D. C., July 30, 1961, 
Hon. Epwin C. JoHnson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Senator Jonnson: Our organization, which represents the machinists, 
flight engineers, and other employees on both foreign and domestic airlines, has 
thus far taken no position on the current bills pending before your committee 
with respect to separation of compensatory mail pay from subsidy. There is 
however, one aspect of the proposal to make such separation in the international 
operations on which we desire to submit our views to your committee. 

American-flag airlines operating abroad compete directly with airlines of foreign 
nations. These foreign lines, most of which use equipment given to their gov- 
ernments by the United States and who pay their pilots and ground personnel 
only a small fraction of the salaries and wages paid to American-flag lines, are 
constantly increasing their participation in the world air market. They are 
alert to take advantage of any circumstances that may assist them to that end, 
among other things by complaining of the subsidy paid to American carriers. 

It is our position that American-flag lines must be fully protected against unfair 
competition by the foreign-flag lines. To this end, we believe that Congress 
should provide guaranteed subsidies to assure the solvency of American-flag lines. 
Particularly in the international field, there are many sound reasons why it is 
necessary that Congress should assume the responsibility of adequate subsidies 
and that such subsidies should be clearly defined. 

To provide adequate and sound subsidy, the Congress should heed the recom- 
mendation of the President, the Post Office Department, and the Appropriations 
Committee of both the House and Senate to provide the prompt separation of 
these airline subsidies from mail compensation. By so doing, it is our sincere 
oon that the Congress will guarantee the financial stability of our foreign flight 
ines. 

Sincerely yours, 
A. J. Hayes, 
International President. 





CoNGREss OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., July 30, 1951. 
Hon. Epwin C. Joxnnson, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


Dear SENATOR JOHNSON: It has come to our attention that in the course of 
his testimony before the Senate Committee on Interstate and Foreign Commerce 
on various bills to separate subsidy from air-mail rates, Mr. Juan Trippe, president 
of Pan American Airlines, made the following statement: 

“The principal American-flag international airlines, as well as organized labor 
in our industry, also I understand, favors separation. Neither group sees any 
valid reason, however, why .international airline rates as determined from time 
to time by the UPU should not be used for United States international car- 
ey Se parr 

It is perfectly true that organized labor in the airlines industry favors separa- 
tion. However, I am at a loss to understand the basis for Mr. Tripp’s conclusion 
that organized labor sees no valid reason why international airline rates as deter- 
mined by the Universal Postal Union should not apply to international carriers 
of the United States. I am taking this opportunity, on behalf of the Congress 
of Industrial Organizations, to repudiate any such conclusion. 

The position of the CIO was presented in detail before your committee by 
Elliot Bredhoff on July 12, 1951. In his testimony Mr. Bredhoff pointed out 
that the CIO favors 8. 436 without any weakening amendments, and that the 
CIO favors airline rates based on cost plus a fair return. 

The position of the CIO has not changed. We earnestly hope that your 
committee will promptly report 8. 436 favorably to the Senate. 

Sincerely yours, 
Natuan E. Cowan, 
Director, CIO Legislative Department. 
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Los ANGELES ArlRWwaAys, INc., 


Los Angeles, Calif, July 25, 1951. 
Hon. Epwin C. JoHNson, 


Senate Office Building, Washington, D. C. 

My Dear Senator JoHNson: Would you be kind enough to furnish us with 
two copies of 8S. 1870. 

I am enclosing a document which has recently been adopted by Los Angeles 
County relating to helicopters. We consider it of great importance and I would 
appreciate it as a personal, as well as industry, favor if you will take 5 minutes to 
go through it and then, if possible, pass it on to other interested persons. 

Thanks, and with kindest personal regards, 

Sincerely, 
C. M. BE.inn, President. 


Master PLAN oF HELIPORTS 


(By Brig. Gen. William J. Fox,! director of the department of aviation, county 
of Los Angeles) 


HISTORY 


The Los Angeles County region presents one of the best laboratories for de- 
termining and diagnosing the trend of air transportation in relation to people. 
The present population of the county is 4,151,687 (U. S. Census Bureau, 
June 7, 1951). The general theme of the development is decentralization. The 
height limit of 150 feet imposed on all buildings tends to force development to the 
rural areas. The nature of the terrain readily permits of a metropolis spread out 
in all directions. The geography is one of a series of valleys separated by either 
mountains or ranges of hills. The total area of the county is 4,083.21 square miles, 
involving 45 incorporated cities, totaling 749.89 square miles of area. The total 
unincorporated area of 3,333.32 square miles includes mountain areas, vast 
agricultural lands, and 60 unincorporated towns or communities. The Nation’s 
aviation industry is located here and the passenger records of the scheduled and 
nonscheduled airlines operating in and out of the area indicates that the public is 
air-minded. 


AIR-MINDED PUBLIC 


One of the best examples of this fact is illustrated by the situation that exists 
between the two principal population centers of the State, i. e., the cities of Los 
Angeles and San Francisco. Ever since the State became a part of the Union 
there has been a great deal of travel between these two cities, which are about 400 
miles apart. Until recent years the principal forms of transportation between 
these two great cities were the boat, the steam railroad, the bus, and the private 
automobile. For the past year the records show that there are more passengers 
carried between Los Angeles and San Francisco by air than by all forms of surface 
transportation, including the railroad, the bus, and the boat. And what is more 
to the point, it is cheaper to travel by air between these two cities than by any 
form of surface transportation. 

It can no longer be doubted that the airplane is a formidable competitor to all 
forms of surface transportation for long-haul passenger transportation. These 
results have been accomplished despite the fact that a large portion of the air- 
passenger potential has not been developed or properly explored. 


AIR TERMINAL PROBLEM 


The situation which exists at the terminus of a flight on a regular air carrier 
presents air transportation with one of its greatest problems. The time lost in 
surface travel from the air terminal to the passenger’s final destination nullifies 
much of the advantage gained in the airborne phase of the journey. 

Air terminals because of their size are relegated to a location in the outlying 
areas of the community. The constant trend toward urbanization with its attend- 
ant problems of traffic congestion is progressively putting the air terminal farther 
and farther away in terms of travel time from the air traveler’s origin and destina- 
tion. This situation is becoming so acute that it constitutes one of the basic 


1 Member of California State Planning Commission, 1934-35; chief engineer, Los Angeles County Regional 
Planning Commission, 1927-48; commanding officer, Marine Corps Air Base (Henderson Field), Guad- 
alcanal, 1942-43; commanding officer, El] Toro United States Marine Corps air station, 1943-44; commander, 
United States Marine Corps air bases, Eleventh Naval District, 1944-45. 
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problems in the over-all transportation picture that must be solved, if this modern 
form of er is to realize full and complete enjoyment of its passenger 
potential. 

An example of the growing nemesis is the fact that it takes just as long to travel 
by surface transportation from the Biltmore Hotel in downtown Los Angeles to 
the Los Angeles International Airport (a distance of 10 miles) as it does to travel 
from Los Angeles International Airport to San Francisco by an airliner powered 
by turbo-prop-type power plants. 

Furthermore, it takes just as long to travel by surface from the city of San 
Bernardino to the Les Angeles International Airport (a distance of 67 miles) as 
it does to travel from that same airport to the city of Chicago in a similar air- 
plane. The irony of this situation is made manifest by the fact that no matter 
how much faster plane travel will carry its passengers between major air terminals 
and no matter how much time is saved during the airborne phase of the journey 
by newer and more modern power plants, the surface time cannot be substantially 
reduced from air terminal to final destination by present surface methods. As a 
matter of fact, the very development that tends to bring more people to the area, 
thus increasing the number of potential air passengers, only serves to further con- 
gest all forms of surface transportation from terminal to final destination. 


PROBLEM CALLS FOR NEW APPROACH 


These statements of fact call for an entirely new approach to methods that 
have for their purpose a permanent solution to this missing link in the over-all 
air transportation picture. Air transportation is now so much a part of the 
everyday life of peoples all over the world that it must not be defeated or encum- 
bered by the utilization of obsolete methods in any phase of the passenger’s 
journey from origin to destination. 

The development of our communities is inevitable. If the byproduct of this 
development imposes problems on surface transportation that precludes it from 
measuring up to the requirements of efficient air transportation, then surface 
transportation must be discarded and no longer relied upon as a means of trans- 
porting the air traveler from air terminal to final destination. 


STATUS OF THE PRIVATE AIRPORT AND PRIVATE AIRPLANE 


Before unveiling the solution which is the principal topic of this report, let’s 
inquire into the contribution that feeder line or taxitvpe of air service makes to 
fill in the gap previously described. Utilization of smaller aircraft as taxiplanes 
from terminus to final destination contemplates a network of small airports 
designed to serve every community. But here, again, the impact of the very 
development that constitutes the air-passenger potential populationwise is 
forcing the small airport, and particularly the private airport, out of existence. 

As the wave of urban development pushes in close to the boundaries of the 
private airport, higher taxes, zoning restrictions, approach hazards, and higher 
maintenance and operation costs eventually make the private airport site a more 
profitable venture for subdivision development than for airport uses. The 
demise of the private airport is slowly but surely causing the demise of the private 
airplane. 

With the increase in population in every metropolitan and highly urbanized 
area comes a steady decline in the number of private airports and a corresponding 
decrease in privately owned airplanes. 

The very industries that, in the past, have been relied upon to manufacture 
private airplanes are going out of existence. During the past 3 years, 12 industries 
either partially or totally devoted to the building of private airplanes have either 
failed and gone out of business or have been converted to the manufacture of 
transport and military aircraft. The handwriting is on the wall—and all those 
engaged in any phase of the aviation industry will do well to wisely interpret the 
meaning and readjust their navigation accordingly. 

In Los Angeles County in 1930 when the population was 2,208,492 there were 
57 airports in operation. By 1940, just 10 years later, when the population 
in*reased by 26 percent to 2,785,643 population, the use of the private airplane 
showed a substantial increase but the private airport started to fade away at an 
ever-increasing rate. By all orthodox and accepted rules measuring development, 
both the airplane and the airport should have increased in proportion to popula- 
tion. During the 10-year period between 1940 and 1950, when the population 
in the area increased from 2,785,643 to 4,151,687, or 48 percent, the trend toward 
the disappearance of the private airport became definitely established and so did 
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the beginning of the trend for the demise of the private airplane. As of this date 
(June 1, 1951) there are only 19 privately owned airports in operation in Los 
Angeles County. Many still operating are on a very precarious basis, from month 
to month. The private airplane can’t operate without airport facilities. Major 
air terminals have been forced to refuse facilities to the private airplane owner. 


NEW AIR VEHICLE 


We offer the prediction that the fixed-wing type of private airplane is on the 
way out, and will be replaced by a more modern, a cheaper, easier to maintain, 
and more flexible type of air vehicle which, regardless of numbers, will not require 
the freezing of the vast land areas now required for the operation of the fixed-wing 
aircraft. On June 2, 1951, the Army and Air Force announced the awarding of 
a contract to the American Helicopter Co., of Hanhattan Beach, to build a 
collapsible, lightweight, jet-powered helicopter. It is to be a single place jet 
designed for maximum each of maintenance under field conditions. It can be 
collapsed and loaded aboard a jeep or an automobile. 

The remaining practical and, in most eases, only profitable utilizacion of the 
fixed-wing type of air vehicle is in the agricultural areas and for semicommercial 
and utility flying. In most of these cases the fixed-wing aircraft are used in the 
main as commercial or utility vehicles. The remaining uses of the so-called private 
airplane for personal and recreational flying is disappearing at an ever-increasing 
rate. 

We predict that even the agricultural and utility-type of air travel will adjust 
itself to the force that is bringing about a transformation in the private aircraft 
picture. With all this transformation comes an entire and complete change in the 
concept of the need for a system of private airports or recreation airports, and we 
are forced to the view that the attention and resources of all government agencies 
on all levels must be concentrated on the development, maintenance and operation 
of major air terminals for serving the community with mass air transportation and 
a system of heliports must replace the private airports for intermediate and short- 
haul air travel. 

A new type of air vehicle called the helicopter is being pushed into the picture to 
fill the gap and to close the missing link in the over-all air-transportation picture. 
We must cut the cloth to fit these changing conditions which now seem to be in- 
evitable. 

I. THE HELICOPTER 


In discussing the subject of heliports, it is almost necessary that the matter be 
approached from the standpoint of evaluating the vehicle itself—i. e., the heli- 
copter—and the part it plays in the over-all air-transportation picture. 

fe can start out with the hypothesis that the helicopter is a transportation 
vehicle. The validity of this assumption will be subsequently established as part 
of this discussion. 

The heliport is the terminal facility for the vehicle; consequently, in order to 
assess a correct value to the terminal facility and to properly orient it with respect 
to other forms of transportation, it is rather imperative that an up-to-date eval- 
uation be made of the helicopter as a transportation medium. 

Not too long ago the helicopter was a novel type of air vehicle which featured 
one principal flight characteristic; to wit, that of a vertical-lift component equal 
to the total gross load of the aircraft without requiring any horizontal force 
component. This unique characteristic peculiar only to the helicopter permitted 
it to be launched from, and land at a fixed point, requiring no runways and with 
little or no consideration to the presence of obstructions in the immediate vicinity. 


II. DEVELOPMENT STAGE OF HELICOPTER 


During the early stages of its development, the Helicopter had questionable 
commercial value because the pay load was limited. This pay-load differential 
was so small that commercial air carriers could visualize no immediate practical 
value of this type of air vehicle. However, it is axiomatic that a new device 
of this character has its devoted disciples and, not unlike the early development 
of the fixed-wing airplane, the faithful disciples made sacrifices beyond description 
to attempt to prove the feasibility and usefulness of their particular device in 
the air transportation field which they are attempting to explore. 

It is also paradoxical that this type of eager devotion is sooner or later rewarded. 
With the many trials, applications and demonstrations came improvements which 
earned long-awaited recognition. Often these improvements developed with 
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startling rapidity. Some of the advances bloomed suddenly, although they were 
the result of years of research and experience. Often, unanticipated events focus 
extraordinary attention upon such special devices because they fulfill a need not 
satisfied by any other media. The critical aspects of the Korean War did bring 
about a miraculous acceleration of the development of the helicopter in the 
United States which would not otherwise have been possible. 


Ill, TACTICAL VALUE 


The tactical use of the helicopter by the United States Marines in the Korean 
theater is a classical example of the type of need that caused the consequential 
phenomenal stimulus that resulted in the development of the helicopter as a 
tactical weapon in modern warfare. 

Time does not permit even a brief discussion of the uses to which the helicopter 
was employed by the Marines in Korea, but it can be said here that its use by the 
Marines so stepped up the war movement in the Korean campaign and so imple- 
mented and added to the resourcefulness of air and ground forces that it sub- 
stantially contributed to changing the early stages of the Korean campaign from 
a retreating action toward the harbor of Pusan to an organized, orderly advance 
toward the Manchurian border. The impact of the element of surprise and the 
versatile and extensive use of this vehicle by the Marines against the enemy was 
decisive. So important has this vehicle become as a weapon in modern warfare 
that ground forces of the Armies of the United States are ordering helicopters 
just like so many automatic rifles or machine guns, and are making them part 
of their tables of allowances for subordinate ground units. 

The reason for this rather lengthy description of the vehicle and its develop- 
ment as a preamble to a discussion of the master plan of heliports should now be 
obvious, because the research and development which is now taking place in design 
and production definitely assures the helicopter of a useful place in the over-all 
air-transportation picture. 


IV. COMMERCIAL VALUE 


Multirotor and revolutionary type configurations have now come off the drafting 
boards through the production line and are now in operation. The heretofore 
negligible pay-load factor has broken through the barrier and has reached the 
realm of commercial as well as tactical advantage. In a short space of time the 
helicopter’s carrying capacity jumped from that of a pilot with a few hundred 
pounds of cargo and a single rotor and power plant to a vehicle flown by a pilot 
and copilot with multirotors and multipower plants and a capacity of ten or more 
passengers. 

Designs are on the drafting board for 24- and as high as 32-passenger vehicles. 
It is anticipated that these will be in operation within a 5-year period. This 
rather miraculous transformation in this type of air vehicle calls for a complete 
reevaluation of its use as an integral part of the air-transportation picture. This 
is the more significant when it is realized that a recent study by the Civil Aero- 
nautics Administration has revealed that the unexplored and heretofore untapped 
potential of air-transportation business lies in two categories: 

1. Distances of 400 miles or less. 

2. Air transportation from the terminals of the fixed-wing airplane to the final 
destination of the air passenger. 

It has been estimated by those who have studied the subject that there is a 
greater potential of air passengers in the short-haul flights of 400 miles, or less, 
than is now being flown by scheduled airlines in the long-haul range of 400 miles 
and over. 


Vv. EXAMPLES OF COMMERCIAL VALUE 


A noteworthy example of what can be accomplished by the use of the helicopter 
is the achievement of the Los Angeles Airways, under the direction of Clarence 
Belinn, president and general manager, in transporting and receiving air mail 
daliverot. to the trunk lines at the Los Angeles International Air Terminal to 
cities within a radius of 50 miles of the Los Angeles metropolitan area. This 
airline is unique in that it is the first of its kind in the world to be certificated for 
the carrying of air mail over regular routes. : 

During 1950 alone this company’s aircraft flew 364,256 miles and carried 
4,424,052 pounds of mail without incident. It is significant to note that, despite 
the rising costs of materials and wages, the average cost per aircraft-mile during 
this period has decreased under Mr. Belinn’s management. 
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Furthermore, it has been made to pay and it has an enviable operation record. 
Its accomplishments in devising instrumentation and flight procedures for all- 
weather flying, including instrument conditions, has gained it national recognition 
to the extent that the Aviation Branch of the Marine Corps and the Air Force 
have observers stationed, at intervals, at the Los Angeles Airways headquarters 
to learn first-hand the instrumentation methods developed and employed by that 
ingenuous organization. 

Mr. Belinn has been alert to the passenger potentialities of his unique airline, 
and during the past year made application to the Civil Aeronautics Board to 
amend his certificate to authorize the transportation of passengers in addition to 
property and mail. 

On March 22, 1951, the examiner of the Board, Mr. Ferdinand D. Moran, filed 
his report with the Civil Aeronautics Board recommending favorably upon the 
amendment to the certificate, as requested. 


VI. RESPONSIBILITY OF REGULATORY BODIES 


In the light of these events it would be shortsighted, indeed, if authorities 
charged with the responsibility of planning our communities failed to recognize the 
obvious impact that these events are going to have in the field of air transporta- 
tion. Just as it became incumbent upon these authorities to prepare a master 
plan of airports to depict the pattern such facilities were to take to adequately 
serve the community with the fixed-wing type of air transportation, it now be- 
comes necessary to plan a system of heliports to serve the community with an 
improved air transportation. 

The tremendous area required for each major air terminal for the fixed-wing 
airplane, involving runways of over a mile in length with approach zones free from 
obstructions, has relegated major air terminals to the outlying areas of the com- 
munity; consequently, most of the advantage gained by air transportation has, 
in the past, been largely lost in traveling from the air terminal over long distances 
through traffic congestion to the destination of the passenger. Even the most 
comprehensive and most carefully thought out master plan of airports has failed 
to adequately fill this gap and compensate for the loss. The situation has been 
aggravated by the fact that many of the projects included in the master plan of 
airports failed to materialize because the high cost of land made the properties 
more lucrative as a subdivision venture than as an airport; consequently, the very 
development relied upon for safeguarding the air-transportation business tended 
to defeat the plan of carrying out and developing a system of airports. But the 
events which have transformed the helicopter from a novel device to a useful 
air-transportation vehicle intervened. The helicopter has definitely filled the gap, 
and the air passenger is about to begin his air journey from his front doorstep to a 
given address thousands of miles distant, be it New York, London, or what not. 


VII. PREPARATION OF MASTER PLAN OF HELIPORTS 


Mindful of the new role that the helicopter is about to play in the air-transporta- 
tion picture, the Los Angeles County Department of Aviation has reevaluated the 
master plan of airports and has come up with a master plan of heliports for the 
Los Angeles County metropolitan region. Many of the airports included in the 
master plan have been replaced by heliports. It can be said that the master plan 
of heliports of Los Angeles County supplements, augments and, in instances, re- 
places the projects included in the former master plan of airports. 

In addition to the specific heliport sites selected, which constitute the compre- 
hensive plan, the opportunities for additional sites to augment this plan are un- 
limited. 

The average heliport requires very little space, a site 100 feet by 100 feet is often 
sufficient and, if located on the surface of the ground, is most economical of 
preparation. 

It is anticipated that in the not too far distant future all new subdivision plots 
will include a heliport in every city block. Nor is the terminal of this vehicle 
confined to sites on the surface of the ground. In congested areas heliports can 
readily be located on the roofs of buildings. A modern heliport has just been com- 
pleted on the roof of the Los Angeles Post Office annex where the Los Angeles Air- 
ways makes its regular stops 22 times daily. 

A heliport is being planned in downtown Los Angeles near the Biltmore Hotel 
on the top of the Pacific Mutual Insurance Building. 
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VIII. HELIPORTS ON ROOF STRUCTURES 


We venture the prediction that every future modern commercial building of any 
consequence will have a heliport constructed as part of its roof structure. 

When heliport passenger service is put in operation by the Los Angeles Airways, 
no hotel in the Los Angeles region can afford to be without a heliport, and what is 
true of the Los Angeles region will be true of other metropolitan areas. 

An example of the commercial value of the helicopter and its effect upon busi- 
ness transactions is exemplified in reports from the Union Bank & Trust Co., and 
others, to the effect that the Los Angeles Airways helicopter service has speeded 
up check cancellations by 24 hours. 

The commercial value of the heliport as an integral part of a commercial build- 
ing is manifested in the report of a tenant of the Pacific Mutual Insurance Co. 
Building, who had definitely planned to cancel their lease on one of the upper 
floors of that building in order to move theiractivities to a less congested area in 
the outlying regions of the city. Upon learning of the jelling of the plans for the 
heliport on the roof of the building, they canceled their plans to move and decided 


to retain their quarters and conduct their business from the Pacific Mutual 
Insurance Co. Building. 


IX. FUTURE PLANNING 


The master plan of heliports for Los Angeles County and its 45 incorporated 
cities and 60 unincorporated towns is but a beginning. It is simply a skeleton 
of the pattern which will soon develop in accordance with the need. The very 
simplicity as well as the economy with which a heliport can be established makes 
it possible of development into a system of heliports to keep pace with the demand. 
We wish to emphasize, however, at this point, that the volume ef passengers and 
cargo potential to be handled by helicopter, in the very near-future, will be so 
extensive that it behooves all regulatory bodies, such as Civil Aeronautics 
Administration, airport commissions, and planning commissions to begin imme- 
diately to overhaul their concepts of regulations which heretofore have applied 
to the fixed-wing configuration. It is vitally necessary that this proven missing 
link in air transportation will not be precluded from realizing its full and imme- 
diate opportunity of being made available to the air-traveling public. Laxity 
on the part of such regulatory agencies can nullify its usefulness. It would be a 
sad commentary, indeed, if the advantage obtained by such Herculean accom- 
plishments as have been achieved in the development of the helicopter as an air- 
transportation vehicle is delayed or defeated by the inability of regulatory 
agencies to measure up to their responsibility in coping with their part of the 
job. The designer, the operator and those who courageously employed this 
vehicle for tactical wartime operations have done their part well.. 

It would be a serious indictment if those whose responsibility it is to adjust 
regulatory measures to new conditions fail to permit this great advantage in design 
to be fully enjoyed by the public who need and demand a solution to the missing 
link in the over-all air transportation picture. To the areas which are alert to this 
transition, great benefits will flow. To those areas which must learn the hard 
way by lack of leadership on the part of its authorities responsible for planning its 
affairs, needless expense and great losses will result. It should be remembered 
that the design and the concept of the heliport should be flexible in nature and 
should be quickly adjusted to the needs and requirements of this new form of 
transportation. A heliport may be simply a terminal point to pick up and land 
passengers and cargo. But it need not be confined to this use alone. 


X. SYSTEM OF HELIPORTS CAN BE SELF-SUPPORTING 


Heliports have the same opportunity for developing related services and enter- 
prises in much the same manner as an airport or air terminsl. It is conceivable 
that a busy heliport will generate enough’ business’ to stpport its own restaurant, 
phone booths, perking areas, and other similar enterprises. There is an untapped 
reservoir of business associated with a system of heliports which can be developed 
in tapping this heretofore unserved air-passenger potential. The revenues from 
this new business potential can adequately pay the cost of the installation, 
maintenance, and operation of a well-designed heliport system. The scheduled 
airlines would do well to use their best efforts to coordinate their operations so as 
to assist this new vehicle to be used as extensively and rapidly as possible. 

The use of the helicopter should be thoroughly integrated with scheduled air- 
line operations. When a person buys a ticket by rail from Los Angeles to New 
York he will be transported over the rails of three to four different railroad lines. 
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But his fare is a through ticket sold to him by one company. This same arrenge- 
ment can and should be worked out by the air carriers so a traveler can go by air 
from his home to his final destination—wherever it might be. The transition in 
the travel plan from helicopter to the long haul fixed-wing airplane should be 
smooth, without delays and with comfort. 

Now, how is this going to affect the average citizen? Well, let’s take some con- 
crete figures. A check was made regarding the nuypber of air passengers per week 
emanating from the city of Pasadena. It was found that, in the case of seven 
air carriers alone, 555 passengers originated from the city of Pasadena in 1 week. 
Now, mind you, all these passengers had to undertake 45 minutes of surface travel 
by bus, taxi, or private car from Pasadena clear across town through the congested 
area of the city of Los Angeles to the Los Angeles International Airport. All of 
these passengers were definitely committed to air travel. This was established by 
the fact that they entered a passenger airliner at the Los Angeles International 
Airport. 

The helicopter service now being introduced by Los Angeles Airways will pick 
these passengers up at the heliport which is on Colorado Street and Orange Grove 
Avenue in Pasadena and deliver them right along side the outbound airline 
passenger airplane at the Los Angeles International Airport in from 10 to 15 
minutes. 

It was found that 300 reservations were sold in 2 months as far away as River- 
side, for departure from aircraft from the Los Angeles International Airport. 

The connecting link planned and proposed by the president of the Los Angeles 
Airways, Clarence Belinn, will be to transport these air passengers via helicopter. 
Furthermore, much of the intracounty travel in the metropolitan area of Los 
Angeles will be by helicopter. In order to simplify purchase of tickets, one would 
be able to buy a ticket to New York at a ticket office in his particular community 
and his baggage will be routed through to destination as far away as New York 
or London without delay en route, without the necessity of purchasing additional 
tickets at Los Angeles International Airport and with speed, economy, safety, 
and comfort. 

It means new and additional business for the airlines. To overlook this oppor- 
tunity will mean that the scheduled airlines will be in the same position as the 
railroads found themselves when the busses and trucks first unpretentiously 
appeared and then, with disastrous effect, took away a substantial part of their 
business. 

The helicopter marks a new era in air transportation. Woe be to him who fails 
to recognize that fact if it is his duty to do so, or if his business even remotely 
depends upon rapid transportation as a means for its existence. 


Ernst & Ernst, 
NEw York, August 3, 1951. 
Mr. Epwarp C. SwkENeEY, 
Professional Staff Member, 
Senate Committee on Interstate and Foreign Commerce, 
Senate O fice Building, Washington, D. C. 


Dear Mr. Sweeney: Your letter of July 18 accompanied by copies of the 
testimony of Mr. Carmichael of Capital Airlines and of Mr. Connally of Trans- 
Texas Airways arrived while I was away on vacation which will account for the 
delay in complying with your request of commenting on that phase of their 
testimony which dealt with our allocation of subsidy to communities served 
during the year 1949. 

From Mr. Carmichael’s testimony it would appear that Capital Airlines would 
have no objection to following the community approach suggested by the com- 
mittee but a warning is sounded regarding possible misuse or misinterpretation of 
the results obtained. With reference to the comments made by him and several 
other witnesses regarding use of the subsidy allocation in deliberations dealing 
with possible abandonment of stations, it should be made clear that our report 
was not intended for that purpose and that any such deliberations would require 
additional refinements in the classification of expenses as between those that are 
fixed and those that are variable in relation to stations operated. 

The concern expressed by Mr. Carmichael regarding the necessity of exercising 
extreme care in the preparation of profit and loss statements is well expressed 
and we concur, but as pointed out in our report, stations are interdependent 
one to another and under such circumstances it is not possible to determine with 
mathematical precision the revenues and expenses applicable to each station. 
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Under such circumstances the final results will reflect a condition based on the 
exercise of judgment in dealing with substantial portions of the revenues and ex- 
penses involved. In this connection we believe the formula used by us to be 
sound and supportable. 

In commenting on the results shown in our report for the stations served by 
Capital Airlines, Mr. Carmichael has questioned the équity of considering Sault 
Ste. Marie as an unsubsidized community while Pittsburgh, with revenues 33 
times as great, is shown as a subsidized community. The condition mentioned 
has been analyzed and it does not appear to us that the revenue relationship 
mentioned can, in itself, be used solely to dispute the validity of the results shown 
for these communities. 

In comparing results of one community with those shown for other communities 
other factors must be considered, particularly the direct expense relationship to 
revenue ton-miles and any incidental revenues earned at a station. In analyzing 
the operating results for the year 1949 shown for Sault Ste. Marie, it was found 
that over one-third of the total revenue credited to this community was attribut- 
able to incidental revenues earned from nonflying activities. This incidental 
revenue, amounting to $26,218, was wholly responsible for the profit shown in 
our report. Without this incidental revenue this station would have shown a 
loss before provision for return on investment. 

In comparing results for intermediate stations with those shown for terminal 
stations of Capital Airlines, it is observed that the relationship of direct expenses 
to allocated revenues is considerably higher for the intermediate stations. This 
condition can be mainly accounted for due to the fact that intermediate stations 
receive more service from airplanes than do the terminal stations. A review of 
the number of departures made from intermediate stations in comparison with 
those made from terminal stations will clearly indicate that direct charges resulting 
from landings and take-offs will be greater at the intermediate stations in relation 
to revenue generated. Opinions based on relative revenue of the various stations 
are inconclusive in judging the equity of the formulas used because other factors 
must receive consideration. 

In analyzing Mr. Connally’s statement it does not appear to us that criticism 
has been directed at the formula used. The illustrations used were apparently 
intended to focus attention on the interdependency of stations and to discourage 
attempts to determine profit or loss by allocating all costs to the respective 
stations. Mr. Connally has contended that the approach which should be used 
should be the out-of-pocket cost approach. 

Our engagement did not have this approach as an objective so there appears 
to be no reason to make comment on the illustrations used other than to call 
attention to the fact that if relative volume between communities would change 
to the extent mentioned it is quite likely that a carrier would make some change 
in the number of personnel at each station which would result in a change in the 
direct expenses. If the volume at Dallas decreased 50 percent as assumed it is 
likely that some change would be made in the direct expenses incurred. Like- 
wise, if Palestine were unable to generate any business whatsoever, it is unlikely 
that the direct expenses would continue to be incurred as assumed in the illustra- 
tion. 

Our opinion with respect to the value of developing profit and loss statements 
for communities served by carriers requiring subsidy support, and the interpreta- 
tion thereof, was stated in our report and also by Mr. McAnly’s testimony before 
the committee on June 21, 1951. Mention is made of this herein in view of the 
diverse opinions expressed regarding subsidy allocation during the hearings before 
the Senate committee. 

Very truly yours, 
W. J. Jacquertre, 
Assistant Manager, Special Service. 


Hovse oF REPRESENTATIVES, 
Washington, D. C., July 27, 1941. 
Senator Epwin C. JoHNson, 
Chairman, Interstate and Foreign Commerce Committee, 
Room G-16, The Capitol, Washington 25, D. C. 


Dear SENATOR JOHNSON: Since IT testified before your committee in favor of 
the air-mail subsidy separation bill 8. 436, you introduced, by request, S. 1870. 

This note is simply to indicate to you and for the record my opposition to this 
bill, on the grounds that it would not provide an effective form of separation of 
subsidies from mail compensation. 
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In the first place, I think it is scarcely reasonable that the Universal Postal 
Union rates should be legislated as the compensatory mail rate for what the 
United States Government shall pay United States airlines for carrying United 
States mail. The rates are artificially high, being around four times the present 
passenger rate and some seven times the cargo rate. Therefore they are a long 
way from being compensatory, and they certainly do not reflect in any sense of 
the word compensation for ‘‘the cost of handling mail,’’ which President Truman 
and the appropriations committees have stated should be the standard for mail 
compensation. 

Incidentally, mail pay by our post office to United States shipping lines is not 
tied by statute to the UPU rates. 

Secondly, I am also a little dubious about the clause on page 3 preventing the 
Postmaster General from withholding mail from an airline because the rate of 
that airline is higher than it is to a competing carrier. 

In the third place I disagree with the limitation on page 4 that only carriers 
‘holding a certificate authorizing the transportation of mail by aircraft’’ should 
be permitted to apply for subsidies. I discussed this general point at some length 
in my statement before your committee, and desire at this time simply to enclose 
for your information extracts from an article bv General Collins, the Army Chief 
of Staff. 

As for the delay until July 1, 1953, before making this separation effective on 
our international airlines, I might note that the Civil Aeronautics Board in their 
letter of July 9 to you stated that they would have a full report available for the 
Congress and ‘the President on how much of the international mail pay is subsidy 
and how much is compensation by July 1, 1952. Inasmuch as they have stated 
to you and to the public that they can do it by then, I see no reason for post- 
poning the effective date of any legislation until later than July 1, 1952. 

An additional defect is the combining of this tardy effective date with the 
language ‘‘as soon as practicable * * *’’, which would permit the CAB to 
postpone any real separation indefinitely. 

Another defect of the bill, in my opinion, is the provision permitting the Post 
Office Department to transfer its funds to the CAB for the payment of subsidies, 
which would in effect be getting around the necessity for a direct, out-in-the- 
open appropriation to the CAB for subsidies. I think we should be very careful 
that such subterfuges are not enacted into law. 

Looking over this latest bill confirms my opinion that the best thing to do 
about subsidy separation is to enact 8S. 436 without weakening amendments, 

With best personal wishes, I remain, 

Sincerely yours, 
Joun F, Kennepy, M. C. 


Extract From INTERVIEW WitH Gen. J. Lawton Co.uutns, UNrITep STatTEs 
Army CHIEF oF Starr, UNITED States NEws AND WorR.LpD Report, FEBRUARY 
9, 195] 

, 


Question. ‘‘ Would we have enough planes? 

Answer. “Well, we do not have now, but we're working with the Air Force 
on the business of having enough transports of the proper types, so that we can 
move one division by air in one lift. 

“The development of commercial aviation which could be taken into service 
is something that I think has great possibilities. I just pose this question: If 
it is logical to subsidize passenger air, through mail subsidies and otherwise, then 
I think it is equally logical under proper controls to give thought to the sub- 
sidization of air-freight business that is susceptible of use for military purposes.” 


WasHinaton, D. C., August 6, 1951. 
Hon. Epwin C. JOHNSON, 
Senate Office Building, Washington, D. C. 

Dear SENATOR JOHNSON: We represent Ellis Airlines, Ketchikan, Alaska; 
Alaska Coastal Airlines, Juneau, Alaska; Cordova Air Service, Cordova, Alaska; 
Northern Consolidated Airlines, Anchorage, Alaska; and Wien Alaska Airlines, 
Fairbanks, Alaska. 

We respectfully request that this letter be made part of the record regarding 
the separation of compensatory mail pay from subsidy payments, and earnestly 
urge that it be given very careful consideration by your committee. 
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These carriers constitute the predominant segment of purely intra-Alaskan 
air carriers. They hold grandfather certificates of public convenience and 
necessity issued by the Civil Aeronautics Board authorizing them to engage in 
air transportation between points in Alaska with respect to persons, property, 
and mail. 

Alaska Airlines and Pacific Northern Airlines also are certificated for intra- 
Alaskan mail service by air, but these carriers have recently been granted direct 
access to the States by the Board, and are otherwise represented. 

The only other carriers certificated for the carriage of mail wholly within 
Alaska are Reeve Aleutian Airways, which operates between Anchorage and 
points in the Aleutian Islands, and Byers Air Service and Christensen Air Service, 
who individually operate small local services in the vicinity of Fairbanks and 
Anchorage, respectively. 

We are aware that the record made before your committee does not contain 
facts or argument here respecting Alaskan operations and carriers. We do, 
however, both in spite of and because of it, deem it important that such matters 
be presented to you, and accordingly we are resorting to the only course which 
now seems open. 

We would much prefer to present the matter orally, and will be glad, indeed, to 
appear before your committee, or anyone you may designate, to answer, or 
arrange to obtain answers to, any questions you may have. Furthermore, we 
would welcome an opportunity to amplify this letter in any respect you might 
desire. 

At the outset, it should be clearly understood that no question is being raised 
concerning the desirability or undesirability of separating compensatory mail 
rates from subsidy payments. Nor is any question being raised concerning 
application of the basic principle of separation to Alaskan air carriers. 

Our concern is directed to the effect upon these carriers of the implementation 
of that principle, whether by legislation or by regulation. Many facts give rise 
to this concern, and should be carefully weighed by your committee in determining 
upon the sound course to follow in respect of Alaskan air carriers. We are here 
attempting to cover some of those facts briefly. 

The position of Alaskan air carriers is so unique that the Civil Aeronautics 
Board has grouped them in a separate classification of air carriers. 

Throughout great areas of the Territory, these carriers provide the only means 
of transportation available. Elsewhere in the Territory, other means of trans- 
portation are far more time consuming, and are even more costly, and, hence, do 
not constitute a satisfactory alternative mode of travel or carriage. Only to a 
limited extent can surface transportation anywhere in the Territory be regarded 
2s a reasonably acceptable substitute for air transportation. 

There are now extensive operations with multiengine aircraft, but a substantial 
portion of the air service is still performed with small single-engine aircraft oper- 
ated on wheels or floats during the summer season, and on wheels or skis during 
the long winter season. These aircraft are frequently operated from airfields of 
sod or gravel, with one short runway, or from beaches, or even sand bars in the 
rivers. Operations within southeastern Alaska are conducted entirely with am- 
phibious, or with float-equipped, airplanes. 

There are no aircraft especially suited to the requirements of Alaskan air service. 
Most of the equipment is purchased second-hand, and is frequently rebuilt, with 
engineering changes, by the air carriers to meet their needs. New parts required 
for this purpose often are not available commercially, and are designed and fabri- 
cated by the earriers themselves—sometimes from scrap material. 

A large volume of all traffic now moves by air between the major traffic centers 
of the Territory, but a large volume (perhaps as great as, or greater than, this 
intercity traffic) moves between one (or more) of these major traffie centers and 
points in its trace area. The latter traffic presents an unusual and costly problem 
to the carriers. There is little traffic between the points within the trade area. 
As a result, an airplane leaving the trade center with a full load, as is most fre- 
quently the case, will gradually discharge that load, without replacement by inter- 
mediate traffic, and thus reach destination nearly empty. 

This results from the extensive seasonal nature of work and traffic require- 
ments in Alaska. Large volumes of traffic move in-bound in the spring of the 
vear, and out-bound in the fall. It is imperative that movement of this traffic 
be expedited to the maximum extent during those periods. This unidirectional 
flow of traffic also means that the full plane mentioned in the preceding para- 
eraph frequently leaves, or returns to, the trade center with an extremely light 


load. 
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The cost of this inescapable method of service is reflected in the carriers’ charges 
to the public. Nowhere in the United States are transportation charges any 
higher. Passenger fares average more than 12 cents per mile; some individual 
fares have been as high as 30 cents per mile. 

It is thus apparent that these carriers experience costs unknown by our trunk- 
line and local service, or feeder, carriers. ‘this is true in respect of other unusual 
operational methods forced upon the carriers by conditions beyond their control. 
Moreover, they are faced with the materially higher level of costs generally pre- 
vailing in Alaska. Cost of refueling aircraft at outying points, for example, has 
been as high as a dollar per gallon for gasoline. 

Manifestly any compensatory rate per ton-mile determined by allocation of 
costs in domestic service cannot reasonably be applied to the Alaskan air carriers; 
nor can these carriers reasonably be related to any other classification of air 
carriers, none of which they resemble. 

The mail service of Alaskan air carriers is unlike that of the domestic air carriers. 
The Alaskan air carriers carry all classes of mail where there is no other means of 
transportation. They carry mail without charge to points not on certificated 
mail routes. On mail routes, the volume of mail may alone equal the pay-load 
capacity of the airplane. With the concurrence of the Post Office Department, 
the carrier divides such mail load when necessary to accommodate its commercial 
traffic, and operates two flights (both probably fully loaded when leaving the 
terminal), but receives mail pay for only one flight. 

The advent of air parcel post, and the rezoning of Alaska by the Post Office 
Department, has intensified the problem of mail loads. The bulk of such mail 
at times occupies the full space capacity of the airplane (or would if the carrier 
did not divide the load between pay and nonpay flights) without nearly reaching 
the weight capacity. Ton-mile figures alone do not, therefore, fully reflect the 
mail service rendered. The ironical part of this situation arises from the fact that 
a portion of such air parcel post traffic represents a conversion from air freight 
with a consequent loss of commercial revenue to the carrier. 

There are other respects in which these carriers may not be receiving full credit 
for the mail service they are actually performing. They have for several years 
been observing the accounting and reporting requirements prescribed by the 
Board for the domestic carriers. But those requirements are not designed to 
reveal the complete factual detail of the Alaskan air carriers’ operations. 

The certificates held by these carriers were issued a year after Pearl Harbor 
and the attack on Alaska. They were based upon facts and conditions disclosed 
by records made in 1939 and 1941 before the outbreak of the war. Mail service 
was authorized only on those routes which theretofore had been covered by con- 
tracts with the Post Office Department. Only persons and property service were 
authorized on other routes, although on many of those routes mail service was 
being rendered on a noncontractual basis. 

Some amendments of these certificates have been authorized, but all such 
amendments have been placed on a temporary basis by the Board awaiting further 
developments in the Territory and the results of further investigation. Aviation 
requirements and services in Alaska literally changed overnight as a result of the 
war, and have been the subject of continuing change since then. The Board 
is now actively engaged in proceedings looking to the eventual rewriting of these 
certificates to reflect present-day conditions. 

The accounting and statistical report form of the Board, while adequate and 
appropriate for the stable operations of the domestic carriers, does not provide 
for segregation of results of the varied types of Alaskan service under the present 
certificates. Much analysis of underlying data will be necessary for that purpose. 

Although such analysis is in progress, bearing in mind the workload of the Board 
itself, and the limited staffs these carriers have for the purpose of such analysis, 
it will require some time for completion. It is inconceivable that a satisfactory 
basis for separation of their mail pay into its compensatory and subsidy elements 
can be found before then. 

Although the Board has made every effort to be reasonable in the regulatory 
requirements imposed upon the Alaskan air carriers, much of the cost burdening 
those carriers today is the direct result of such requirements in both the economic 
and safety phases of operation. The effects of those requirements upon the finan- 
cial position of the carriers also have not yet fully stabilized. 

Of necessity, the Alaskan air carriers have always practiced great economy. 
They did not change their methods when they became entitled to mail pay under 
the Civil Aeronautics Act. They are especially ingenious in devising low-cost 
methods of accomplishing effective results. There is an amazingly high degree of 
economy and efficiency, and of safety, in their operations, 
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Actually, we are here considering only a very small part of the total subsidy ele- 
ment of mail pay to all air carriers. The reports filed with the Board show that 
mail pay to Alaskan air carriers amounted to $1.5 million in 1948, $2.1 million in 
1949, and $2.9 million in 1950. As previously pointed out separation between 
the compensatory and subsidy elements of that pay cannot be made at this time. 
But there can be no doubt that the increase from year to year reflects a warranted 
growth in the reasonable compensation for service performed. Reported mail 
ton-miles amounted to 275,749 in 1948; 482,015 in 1949; and 741,166 in 1950. 
Thus mail service performed in 1949 and 1950 increased 75 and 169 percent, re- 
spectively, over 1948, whereas mail pay for that service increased only 40 and 99 
percent, respectively. Bearing in mind the possible deficiencies, indicated here- 
inbefore, in these reported ton-miles, the carriers in those years received $5.55, 
$4.40, and $3.97 per ton-mile, respectively. 

The reported mail pay to Alaskan air carriers in 1950 was less than 5 percent of 
the total of $63 million paid to the domestic carriers, and only about 17 percent of 
the approximately $16 million paid to the feeder carriers. Yet the services of the 
Alaskan air carriers are completely indispensable. Without them, there could be 
no existence in large parts of the Territory. 

There can be no question of the value of these Alaskan services to the postal 
service, the commerce, and the national defense, and consequently no question 
of full value to the Government for any subsidy that may be included in their 
mail pay. The Federal Government today is expending vast sums for the 
defense and further development of the Territory. Just as the past development 
would not have been possible without the availability of air service, so will the 
services of these carriers be essential for accomplishment of the present and pro- 
jected objectives of the Government. During the war, qualified military officers 
stated informally that many military objectives, even in the actual theater of 
war, would not have been accomplished without the aid of these carriers. The 
mail-pay requirements of the carriers represent only a fractional part of the total 
Alaskan expenditures now being made by the Government, but any risk of reduc- 
tion in that small part, whether such reduction be in the compensatory rate or the 
subsidy element, will eventually react unfavorably upon the broader objectives. 

Total commercial revenue of all intra-Alaskan carriers (mail and nonmail) 
today is about five times the commertial revenue of the carriers operating there 
when the Civil Aeronautics Act was passed. Each of the larger mail earriers 
now handles.annually as much traffic as all carriers in Alaska carried then. Pas- 
senger traffic annually exceeds the total civilian population of the Territory, and 
movement of property in Alaska equals in importance the movement of persons 
and mail. 

Yet the Alaskan air carriers have done no more’ than reach the point, regulation 
wise, held by the domestic air-mail carriers at the time the Air Mail Act of 1934 
was replaced by the Civil Aeronautics Act of 1938. Congress at that time con- 
cluded that the time had not been reached for separation of mail pay into its 
elements for the domesiiec carriers. It is only reasonable, therefore, that the 
Alaskan air carriers should be afforded full opportunity to complete their transition 
from an unregulated to a regulated state before they are subjected to such require- 
ment, especially since that course will not appreciably distort or delay the results 
your committee is seeking. 

The lapse of time in completing this transition is not due to any action or 
inaction on the part of the carriers, nor to any lack of diligence on the part of the 
Board. It results solely from the direct impact of the war upon Alaska, and the 
great changes in general conditions, traffic requirements, and air-transportation 
equipment and operational problems, which have since occurred, and which have 
not yet fully crystallized. 

In consideration of the foregoing we recommend the following program: 

(1) That any legislation which may be enacted specifically provide for the 
classification of Alaskan air carriers, as established by the Civil Aeronautics 
Board in part 292 of its Economic Regulations. 

(2) That Alaskan Air Carriers not be related to any other class of air carriers 
for the purpose of fixing a compensatory rate. 

(3) That in the case of Alsakan air carriers the legislation provide a date for 
commencement of separation which will be at least 2 vears after the effective 
date of the legislation. 

(4) That regardless of what may be done in respect of other class of air carriers, 
the determination of the amount of compensatory mail rates for Alaskan air 

carriers be left to the discretion of Civil Aeronautics Board. 
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(5) That the Civil Aeronautics Board be directed to give due weight, in fixing 
a compensatory mail rate for Alaskan air carriers, to the bulk, as well as the weight, 
of the mail carried, to any noncertificated mail service performed by the mail car- 
riers, and to all other factors peculiar to Alaskan air service. 

(6) That in the event compensatory mail rates are specified in the legislation, 
such rate for Alaskan air carriers be fixed at not less than $4 per ton-mile, and that 
no time limit for revision of that rate be placed upon the Civil Aeronautics Board. 

Respectfully submitted, 

THEODORE I. SEAMON, 
GABRIEL J. BaTAviA 
Counsel for Alaska Coastal Airlines, Cordova Air Service, Northern Con- 
solidated Atrlines, Wien-Alaska Airlines. 
RayMonp W. Srovucs, 
Consultant to Alaska Coastal Airlines, Cordova Air Service, Ellis Air Lines, 
Northern Consolidated Airlines, Wien-Alaska Airlines. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., August 10, 1951. 
Hon. Epwin C. Jounson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear SENATOR JOHNSON: This is in reply to your letters of June 26, 1951, 
and July 19, 1951, requesting comments on 8. 1756, 8. 1757, and S. 1870, all of 
which would authorize the separation of airline subsidy from mail pay. The 
present letter will supplement this Bureau’s letter of June 25, 1951, which com- 
mented on the bills then pending before the Senate on.this general subject. In 
that letter, this Bureau favored enactment of 8. 436, with certain suggested amend- 
ments of a clarifying and administrative nature. We have carefully considered 
the more recent bills, listed above, and believe that for varying reasons they 
would not provide as satisfactory a basis for subsidy separation as would §. 
436. The principal objections to these bills are indicated briefly below. 

S. 1756 follows generally the pattern of S. 436, but introduces several new con- 
cepts which, in the opinion of this Bureau, are highly questionable. Among 
these are the following: 

(1) Section 1 of the bill provides that: ‘‘Nothing in this act shall be construed 
as requiring any air carrier to transport mail at a loss.’”’ It is not clear how this 
standard would be applied in practice, particularly in relation to section 3 of the 
bill which would retain the Board’s existing authority to establish rates by 
classes of air carriers. On several occasions in the past, the Civil Aeronautics 
Board has in fact found it desirable to establish uniform rates for carriers of similar 
characteristics, even though their costs were not identical. Section 1 of 8S. 1756 
might be interpreted us requiring the Board in such cases to base the rate for 
the entire class on the cost level of the highest cost carrier. Thus, the oppor- 
tunity to use the more efficient lines as a yardstick for setting rates would be 
substantially weakened. Furthermore, it is not clear whether section 1 would 
permit the Board to disallow losses which are due to a lack of honest, economical, 
and efficient management. 

(2) Section 3 would require that, as soon as practicable, all mail rates shall be 
fixed separately by route or route segments. It would appear undesirable to 
prejudge at this time the most suitable means of expressing the rates for trans- 
porting air mail. It would seem preferable to give the Board discretionary power 
to establish rates by routes or route segments where appropriate, without requiring 
it to prescribe rates in that manner. 

(3) Section 3 further provides rate-making standards which would permit mail 
rates to deviate from the cost of this service in certain specified respects. In part, 
it provides that rates shall differ from costs “to the degree that such difference 
may, in the opinion of the Board, be required to provide a mail rate consistent 
with an over-all rate structure (a) which will give rise to total revenues sufficient 
to support the amount of service actually required by the Post Office Department 
for the carriage of the mails * * *.”’ The full intent of this language is not 
clear. However, it might be interpreted as retaining, with somewhat changed 
wording, the so-called need clause of the present section 406 (b) of the Civil 
Aeroffautics Act, which establishes the present basis for providing subsidy through 
mail payments.. Such an interpretation would, of course, negate the entire pur- 
pose of subsidy separation legislation. 
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(4) A further provision of section 3 states that mail rates ‘‘shall not exceed the 
value of the mail service as determined by the Postmaster General, taking into 
consideration the service and cost characteristics of available substitute air or 
surface mail transportation * * *.’’ Rates which exceed such value of service, 
as so determined by the Postmaster General, would be nullified. While this 
section requires that the Postmaster General must prove his contention that the 
rates exceed the value of the mail service, it also states that the Postmaster Gen- 
eral ‘‘shall be the sole judge of whether alternative services are substantially 
similar and also of whether any rate differential is or is not sufficient to offset any 
difference in service.”’ Thus, in the final analysis, the Postmaster General’s 
judgment as to the relative value of competitive air and surface transportation 
would determine the ceiling rate that could be established for air-mail service, and 
the Board’s powers to determine rates would be accordingly circumscribed. 

S. 1757 would authorize the Civil Aeronautics Board to indicate, in mail rate 
orders affecting domestic or overseas air mail transportation, the portion of the 
rate which constitutes a subsidy payment. Such subsidy would continue to be 
paid by the Postmaster General, but would be financed from appropriations made 
to the Board and credited to the Post Office Department. 

This bill would not inelude international airlines within the scope of the subsidy 
separation program. As indicated in this Bureau’s previous letter, the President 
favors the full inclusion of international carriers in any legislation providing for 
subsidy separation. Our letter stated: 

“Special policy questions have been raised with respect to the treatment to 
international carriers in any such program of subsidy separation. The executive 
agencies principally concerned with this subject have studied this matter very 
carefully in recent months, and their views have been presented to the President. 
After carefully considering these views, the President feels that the advantages of 
subsidy separation outweigh such special problems as may exist with respect to 
international carriers. Accordingly, the President feels that information on the 
subsidy paid to international carriers should be publicly available, and that those 
-arriers should be fully subject to legislation in this field.” 

Accordingly, this Bureau feels that the scope of 8. 1757 is inadequate insofar 
as it would exclude international airlines from its coverage. 

It is also noted that 8S. 1757 omits the so-called cost standard contained in 
S. 436 as the basis for establishing compensatory mail rates. For reasons which 
have already been presented to your committee by the Civil Aeronautics Board, 
the Department of Commerce, and the Post Office Department, this Bureau be- 
lieves it highly desirable that any legislation on this subject specify that the rates 
for handling mail should be based upon the cost of performing that service. We 
believe that an excellent summary of the reasons for including a cost standard in 
such legislation is contained in the report of the House Committee on Interstate 
and Foreign Commerce, reporting favorably H. R. 9184 of the 8ist Congress 
(H. Rept. 3041, 8Iist Cong., pp. 5-8). 

S. 1870 also omits the cost standard as the basis for establishing compensatory 
mail rates. As indicated above, this Bureau believes that such a standard should 
be included in this type of legislation. Furthermore, 8. 1870 would require that 
rates paid for the carriage of international air mail shall be based upon the rate 
scale of the Universal Postal Union. In this Bureau’s previous letter, comments 
were directed to the similar provision contained in 8. 535. It was pointed out that 
the UPU rates result from the bargaining processes of international negotiations, 
and bear little if any relationship to the cost of performing the service. For the 
various reasons stated in our earlier letter, this Bureau is opposed to the adoption 
of the UPU seale as the basis for setting rates to be paid by this Government to 
United States international airlines. 

For the above reasons, this Bureau cannot support enactment of 8. 1756, 8. 1757. 
or 8. 1870. Weshould like to repeat the view, expressed in our letter of June 25 
that legislation along the linés of S. 436 provides the most suitable means for ac- 
complishing the separation of subsidy from mail pay. As pointed out in that 
letter, enactment of S. 436, amended along the lines suggested therein, would be 
in accord with the program of the President. We again recommend favorable 
consideration of that bill. 

Sincerely yours, 
F. J. Lawron, Director. 


Mr. Epv 
Con 


DEAR 
closed hi 
airmail « 

To co 
airmail 
1950. ' 
ment. 

Traffi 
have in 
for that 
in Anch 

A sin 
pay. \ 
burden 
to have 
Commi 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Civi AERONAUTICS BOARD, 
Washington, August 10, 1951. 
Mr. Epwarp C. SWEENEY, 
Committee on Interstate and Foreign Commerce, 
Senate Office Building, 
Washington, D. C. 

Dear Mr. Sweeney: In accordance with your recent request there are en- 
closed herewith two copies of a statement of selected data relating to the Alaskan 
airmail carriers. 

To conform with similar statements previously furnished for other certificated 
airmail carriers, mail pay data are shown for the calendar years 1947 through 
1950. These data are based on information furnished by the Post Office Depart- 
ment. 

Traffic data forthe calendar year 1947 is not readily available since we do not 
have in our Washington office, copies of the reports filed by the Alaskan carriers 
for that year. Should you find it necessary, we shall request the Board’s office 
in Anchorage to supply such of the desired traffic figures for 1947 as are available. 

A similar situation exists concerning contingent liability for additional mail 
pay. While the preparation of this information would impose a considerable 
burden on the Alaska Office under present conditions there, we shall undertake 
to have it prepared if you still feel the information should be available to the 
Committee. 

Very truly yours, 
WaRNER H. Horp, 
Chief, Accounting and Statistics Division, 
Bureau of Air Operations. 
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Computed compensatory air-mail pay for United States flag (international and over- 
seas), Alaskan and Territorial (Caribbean-Atlantic) airlines for calendar year 
1949, based on provisions of S. 1657, 82d Cong., 1st sess., as introduced June 12, 
1951 





| | Average | 
United ; Proposed Difference, 
States | Proposed|mail load, | oe petemanr sie 
States | rate per | pounds compen- | actual less 
air mail, ton mile?| (ifless | _S#tory received 5 | COmpen- 
-miles | hy } | ai av 4 ° 3 7 
ton-miles than 100) 3] ™ ail pay | satory 


A 


| 
| Actual 
| mail pay 


Atlantic: 
American Overseas , 552,000 | $1. 402 |.._...____] $2,175, 904 | § 624 | $2, 
Pan American-Atlantic__- 862, 745 | 1. 402 | 4,013, 568 ; 000 | 5, 694, 432 
TWA | 3, 000, 367 | - 402 | 4, 206, 515 , , 730 | 


| 
| 


Gulf and Caribbean: 
American 129, 572 | . 402 | Le 181, 660 | 666 35, 994) 
Chicago & Southern eke 17, 366 | . 402 | .O | 121,735 | 1,504,706 | 1,382,971 
Colonial. _____ | twig ol 10, 202 . 402 | 33. 42, 766 | 342, 280 99, 514 
Eastern se 2 ee : 70, 360 | e086 1: ... 98, 645 | , 745 | 51, 900) 
National ‘ WS | 13, 442 . 402 | 3 | 46, 173 81, 457 35, 284 
South America: | | | 
Braniff eS. | 21, 424 | . 402 117,441 } 1, 001 | 1, 560 
Pan American-Latin America , 767, 650 | 908 }.....- , 880, 245 , 225, 000 55 
Panagra___ cease.) | eee aes OO Teese: 477,248 | 2, 800 | 
UMCA ee Sheer MG a eb 
Pacific: 
Northwest Sit 4828 , 975, 620 | 402 |_. 769,819 | 5, 009 | 
Pan American-Pacific a , 794, 608 402 |... , 124, 040 A 800 
Pan American-Alaska____.__- 450, 604 | , 402 | 631, 747 , 343, 164 | 
United __. RZ | 765, 850 | bs | , 073, 722 258 


Total ge ie ee ek) 9, 772, 215 : 27, 961, 228 | 55, 246 | 2 


Alaskan airlines: | 
Alaska Airlines_- oe 158, 618 | : 222, 382 525, 716 | 334 
Alaska Coastal_. oa 22, 647 97.0 | 32, 704 29, 799 97, 095 
Cordova iets 4,017 . 5, 632 20, 302 | , 670 
Ellis : 6, 140 10, 502 | 723 221 
Northern Consolidated __ . _-- 90, 876 : 127, 408 | 332 924 
Pacific Northern a 93, 400 130, 947 354 | 254, 407 
Reeve i haana ieee 73, 831 103, 511 05, 197 (8, 814) 
Wien — 32, 482 , 45, 540 | 368, 025 322, 485 


Total, Alaskan airlines___-- 482, 011 678, 626 , 121, 948 , 443, 322 


Caribbean-Atlantic isinanhann) 8, 122 37, 008 209, 726 


Total | 20, 262, 348 |_- ey _.| 28, 676, 862 


' Includes international (foreign) overseas and military United States air mail 

? Rate based on provisions of S. 1657 (i. e., at 80 percent average postage revenue; see appendix A for 
computation of approximate average postage revenue per ton-mile. 

3 Includes parcel post, where applicable. 

4 Mail pay is based on 100-pound minimum where average load (using yearly average) is less than 
100 pounds. 

5 Adjusted to include retroactive amounts under CAB orders up to Dec. 31, 1950 for United States flag 
airlines, and as reported to CAB in 1949 year-end reports for Alaskan airlines and Caribbean-Atlantic. 


Commitree Notse.—Computed compensatory mail pay for United 
States domestic airlines for calendar year 1949 and 1950 based on 
provisions of S. 1657, Eighty-second Congress, first session, as intro- 
duced June 12, 1951, will be found on pages 235 and 236 of this 
volume of hearings. 
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Computed compensatory mail pay for United States flag (international and over- 
seas), Alaskan and Territorial (Caribbean-Atlantic) airlines for calendar year 
1950, based on provisions of S. 1657, 82d Cong., 1st sess., as introduced June 12, 


1951 





Domestic airlines 


Atlantic: 
American Overseas. -._.....__- 
Pan American-Atlantic._____. 
Transcontinental & Western.. 
Gulf and Caribbean: 
BR inch. io cibenlnieb enh in 
Chicago & Southern 
Colonial 
Eastern 
ID ai in sim oeuipen acti 
South America: 
SD dhiinciiind cumatimaweta 


PION 8 Bor a cine sini 
Pan American-Paeific 
Pan American-Alaska 
United 


Total—United , States . flag 
sik sh nelattancasindina 


Alaskan Airlines: 
pS EE eee eee 
Ajosizce Coastal...............- 
Byers (including Brennan) 
July to December 1950) - __- 
Cordova 
TI an Aneta scala 
Northern Consolidated... ___- 
Pacific Northern._...........- 
Reeve 


Total—Alaskan airlines. __-- 
Caribbean Atlantic 


UO sich kenstk nrg icepalaieenl 



























































1 j 
a | Average | ifference 
— Proposed | mail Toad,| pee | Actual a sang 
ee rate per | pounds pen- | mail pay | 9ctuwal less 
air mail ton-mile!; (if less satory | received § | Compen- 
ton-miles ? than 100)3 mail pay* | satory 
1,361,848 | $1,402 |._....___- $1, 909; 311 | $2,981,061 | $1, 071, 750 
3, 764, 575 OM a dant 5, 277, 934 | 10,735,252 | 5, 457, 318 
3, 339, 966 ROMs crass | 4, 682, 632 | 9,069, 503 | 4, 386, 871 
126, 664 RE io | 177, 583 93, 480 (84, 103) 
31,882} 1.402)  36.0/ 124,174] 1,514,928] 1,390,754 
6, 499 1. 402 21.6! 42,189 315, 351 273, 162 
93, 113 Sed oN 130, 544 65, 789 (64, 755) 
13, 682 1. 402 35.0 | 54, 803 54, 026 (777 
69, 444 1. 402 52.6 | 185,081 | 1,937,442 1,752,361 
2, 893, 128 Ra oe 4,056,165 | 7,223,793 | 3, 167, 628 
381, 766 iene 535,236 | 2, 604,000 | 2, 068, 764 
sce pene poem ea er eat aUeS cs cs Ine tepntee shalsannevsceeysleukeutbesnens 
| 
2, 099, 980 SiO Pn 5 2,944,172 | 4,466,000 | 1, 521, 828 
5, 908, 664 CS og 8, 283,947 | 11,709,687 | 3, 425, 740 
eee | A | 604, 580 | 1, 306, 301 701, 721 
665, 652 1. 402 933, 244 495,709 | (437, 535) 
; rad - iw ar 
21, 188,090 |... ers | 29, 941, 595 | 54, 572,322 | 24, 630, 727 
— — | — i == — — ————_—_— 
| gaa223] 1.002 ].......... 331,185 | ae 
} 3,902) 1.402 Jone 44, 727 189, 337 144, 610 
3,031 eee 4, 249 12, 085 7, 836 
8,203} 1.402]... 11, 627 6 65, 943 | 54,316 
8,569} 1.402 93.2 | a ee 
124297] 1.402 ].........- 174,166 | 401, 540 227, 374 
130,047 | 1.402 |... | 194,944 | 502, 537 307, 593 
75,041 | 1.402 105, 207 242, 612 137, 405 
114,832} 1.402 |..........| 160, 994 627, 735 466, 741 
i at Se ie Dos CT oo 
| 10,313 | + 1.402| 428)  33,776| 253,615 | 219,839 
| 21,939,568 |... CG ES ee 











' From CAB recurrent reports for 12 months ended Dec. 31, 1950. 

? Applying rate computed for calendar year 1949, by direction, lacking computed rate for calendar year 
1950 (see appendix A of calendar year 1949 computations for derivations of rates). 

3’ Computed from CAB recurrent reports of mileage and traffic data for 12 months ended Dec. 31, 1950. 

‘ Proposed compensatory mail pay based on 100-pound minimum where average United States mail 
load, using yearly average, is less than 100 pounds. 

5’ From CAB recurrent reports of financial data adjusted to include retroactive rate orders up to and in- 


cluding Apr. 11, 1951. 


* Includes $22,867 mail pay for 1949 per CAB rate order No. E-3781, dated Jan. 5, 1950, and No. E-4141, 


dated May 10, 1950. 
7 Not available, 
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Appenpix A.—Computed compensatory mail pay for United States-flag (inter- 
national and overseas), Alaskan and Territorial (Caribbean Atlantic) airlines 
for calendar year 1949, based on provisions of S. 1657, 82d Cong., 1st sess., as 
introduced June 12, 1951 


Calendar vear 1949 total foreign air mail postage revenue ! $25, 312, 015 
Less computed postage revenue of portion transported by foreign- 
flag airlines:? 

Renee SS 8S 5 bscz ; 445, 385 

Postage revenue/pounds (estimated) $4. 499 

Postage revenue, foreign-flag airlines- hater : 2, 003, 787 
Remainder : “e a ee 
Less United States air mail to Canada: 

Pounds__- a E 776, 356 


Postage revenue/pounds (estimated) _ - 4 $2. 00 


Postage revenue, Canada__. be 552, 712 


Foreign air mail postage revenue, less portion transported by foreign- 
flag airlines and less Canada air mail____- 755, 516 

Segregated United States overseas air mail, pounds____* 4, 062, 439 

Postage revenue/pounds (estimated) - - - _- : $ $1. 31 


Postage revenue, Overseas - — — 


Postage revenue (estimated) international and overseas (less mili- 

tary) air mail__-__-_ , 077, 311 
Postage revenue for intra-Alaskan air mail traffic (estimated (7) 
Postage revenue for Caribbean Atlantic Airlines, Inc., air mail 

traffic (estimated) _ - 2 (8) 
Total postage revenues for international and overseas, less military,.——---—-——_ 

plus intra-Alaskan and Caribbean Atlantic air-mail traffic 27, 077, 311 
Corresponding ton-miles of air-mail traffic (estimated) °_ _ _- 15, 450, 405 
Average postage revenue per ton-mile (estimated) - _ - 1. 753 
Proposed compensatory rate at 80 percent of computed average 

postage revenue per ton-mile_-_--- --_- He 1. 402 


1 As reported in Post Office Department’s: exhibit No. 10, Analysis, Postel Revenues and Expenditures, 
Calendar Year 1949 in Docket 30690 before the Interstete Commerce Commission. Reported foreign 
air-ma9il postage revenue includes that to all foreign countries, including Canada. 

? To deduct postage revenue for that portion of United Stetes air mail carried by foreign-flag airlines. 
Pounds of such air mail obteined from Post Office Department; average postage revenue per pound from 
reference cited in footnote (') above, adjusted to gross poundage basis by »llowrnce of 6 percent (for inter- 
national air mail) for weight of bags, lock, and Post Office documents ($4.786X94 percent =$4.499). 

’ Postege revenues for air mail to Canada are deducted as CAB recurrent reports include Canadien stub- 
end traffic with United States domestic operations. Canadian air mai] pounds supplied by Post Office 
Department 

4 As obtained informally from Post Office Department for air mail to Canada per recent sampling test. 

5 From separate detailed computations (not shown) of Post Office Department and airline data on pounds 
and ton-miles of international and overseas air mail. 

6 From reference cited in (!) above, average postage revenue per net pound of all domestic air mail (con- 
sidered most applicable to overseas air mail) was $1.458 in cslendar year 1949. As poundages and ton-miles 
reported by the airlines are gross (including weight of bag, lock and Post Office documents), about 90 per- 
cent (estimated) of a domestic gross pound is net (postage revenue) weight. $1.458X90 percent=$1.31 
per pound. 

? Intra-Alaskan air-mail postage revenue omitted by direction as reports of pounds of mail enplaned are 
incomplete and postage revenue per pound is not available. Postage revenues for some intra-Alaskan air 
mail has already been included in that assigned to overseas air mail. 

* For reasons somewhat similar to the foregoing, postage revenues assignable to Caribbean Atlantic air 
mail traffic were also omitted, by direction. 

® See compilation below. 
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Computed airmail ton-miles of international ond overseas, Alaskan and territorial 
(Caribbean Atlantic) traffic, less military air mail 
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DEPARTMENT OF STATE, 


Washington, D. C., August 9, 1951. 
Hon. Epwin C. Jounson, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


My Dear Senator Jonnson: Reference is made to your letter of July 19, 1951, 
in which you requested any comments the Department might wish to make on 
S. 1870, a bill to adjust the rates of payment for the transportation of mail by air 
carriers and to authorize subsidies essential to national defense and development, 
and for other purposes. 

The Department, as you are aware, has already stated its position on subsidy 
separation both in testimony before your committee on June 29, 1951, and in 
comments submitted on previously introduced legislation. 

S. 1870 contains many provisions similar to other subsidy separation legislation 
currently being considered by your committee. It differs most importantly in 
that it provides, in effect, for the payment of a compensatory rate to United States 
international carriers based on the negotiated rates of the Universal Postal Union. 
This difference, although an important one to any legislative decision on subsidy 
separation, does not alter the position the Department has previously expressed 
as its principal concern, i. e., “‘that separation should be made in the international 
field but that the information made public should not be related to any smaller 
entity than the entire, or a major part of the, operations of each international 
carrier.’ 

With reference to the proviso in section 406 (c) 2 of S. 1870, the Department 
assumes its interpretation is correct that section 1104 of the Civil Aeronautics 
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Act of 1948, as amended, would permit the appropriate safeguarding of all classified 
information the Department might wish to submit to the Board in comment on a 
particular case. Should this interpretation be incorrect the Department recom- 
mends, as it has in the past, an amendment to section 1104 of the act. 

Other than as stated above, there do not seem to be any provisions of S. 1870 
which sufficiently affect the foreign relations of this Government to require specific 
comment by this Department. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report. 

Sincerely yours, 
Jack K. McFAatt, 
Assistant Secretary 
(For the Secretary of State). 


Unitep Arr LINEs, 
Chicago 38, Ill., August 10, 1951. 
Mr. Epwarp C. SwEENeEy, 
Professional Staff Member, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

Dear Mr. SweENEY: On July 18 I wrote to Senator Johnson and confirmed 
certain figures contained in my oral testimony concerning the cost to Government 
of transporting first-class mail by rail. It now appears that certain of my source 
information was not complete and that the percentage increase in railway mail 
pay as granted in December 1950 in Docket 9200 and as applied to the reported 
cost figures was overstated. It is true that the decision in Docket 9200 did grant 
the 49 percent increase shown in my letter, but a portion of this increased pay had 
already been included in the cost figures of the Post Office Department. Using 
this higher base figure, the award of December 1950 resulted in an additional 
increase of 19.2 percent. Application of this revised percentage and appropriate 
adjustment for circuity of railway mileage results in a comparative figure of 36.4 
cents per ton-mile paid for the transportation of first-class mail by rail as compared 
with my previous figure of 45.49 cents. 

In my opinion this figure of 36.4 cents per ton-mile represents a realistic com- 
parative cost of rail transportation of first-class mail with the 45 cent service 
rate paid to the Big Four air carriers for carrying air mail. 

In my letter of July 18, an adjustment was also made to reflect the 18.1 percent 
mileage saving in transportation of mail by air over circuitous rail transportation. 
This was based on the fact that had air mail been transported by rail, 18.1 percent 
more ton-miles would have been generated than required by air, with the cost to 
government correspondingly higher. This adjustment for circuity of rail trans- 
portation must be made or any comparison is distorted and unfair to the air-mail 
carrier. A possible alternative adjustment to the increase in the railway mail 
pay rate would be to reduce the service air-mail rate for comparative purposes, 
Either method would be fair and proper. 

It has been contended that the comparison between railway mail pay for trans- 
portation of first-class mail and air-mail pay cannot be made on a ton-mile basis 
because the railroads are paid on a space available basis, and ton-mile figures are 
of little significance. I believe ton-mile figures are of great significance. The 
railroads are paid for space provided for mail, regardless of the degree of use, 
while the service rate air carriers are paid only for space actually used. The 
public is buying the transport of mail from one city to another and the proper 
measure of cost is the weight of mail moved, not the space which is moved. If 
space were to be the measure, then unused space now provided without compen- 
sation to the air carriers should be included as a factor. 

In comparing cost of transporting first-class mail with air mail, it should also 
be remembered that the postage rate to the user is twice as much for air mail as 
for slower first-class mail and that the railroads seek still further increases in 
mail pay for 195}. 

Very truly yours, 
Curtis BaRKEs, 
Vice President, Finance and Property. 
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Avcust 13, 1951. 
Hon. Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CuarrMan: Further reference is made to your request for the 
views of the Treasury Department on 8S. 436, to provide for the separation of 
subsidy from air-mail pay, and for other purposes. 

The bill would authorize the Civil Aeronautics Board to make subsidy payments 
to air carriers in amounts determined by the Board to be essential for the mainte- 
nance and development of air transportation for the national defense, the com- 
merce of the United States, or the postal service. These subsidy payments 
would be made from funds appropriated to the Board for that purpose. Com- 
pensation for the transportation of mail by aircraft would be payable by the 
Postmaster General at rates, determined by the Civil Aeronautics Board, not to 
exceed the reasonable and necessary cost to the air carrier, including a fair return. 
The annual report to Congress of the Civil Aeronautics Board would include 
data relative to the mail and subsidy payments and an analysis of the bases 
upon which each mail payment and subsidy payment was provided. The Board 
would be required, by April 1, 1952, to submit a report to Congress on what 
aggregate sums would be required during each of the five ensuing fiscal years to 
provide compensation for the carriage of mails by air and provide for payment 
of essential subsidy. . 

In his budget message of January 15, 1951, the President recommended the 
enactment of legislation providing for separation of the airline subsidy from the 
postal expenditures for the cost of handling mail. He also recommended that 
the subsidy portion be paid by the Civil Aeronautics Board from funds appro- 
priated specifically for that purpose. 8S. 436 apparently would meet the President’s 
recommendations and the Treasury Department has no comment to make 
respecting specific provisions of the bill. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
Joun S. GRAHAM, 
Acting Secretary of the Treasury. 


Beit Arrerarr Corp., 
Buffalo, N. Y., August 15, 1951. 
The Honorable Epwin C. JOHNSON, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR JOHNSON: We have read with interest the testimony before the 
Senate Interstate and Foreign Commerce Committee on air mail subsidy separa- 
tion, particularly 8. 1657. We would like to congratulate you upon the very 
thorough way that these hearings have been conducted and feel that many perti- 
nent facts have been brought out which should lead to constructive legislation. 
We would like, however, to point out an apparent discrepancy in the testimony 
given by Mr. T. H. Reidy, president of Helicopter Air Service, Inc., pertaining to 
the development of the Bell model 47 helicopter used by Helicopter Air Service, 
Inc., in carrying the United States mails in the Chicago metropolitan area. 

Mr. Reidy is apparently under the impression that a considerable amount of the 
development of this machine was written off against defense contracts, as evi- 
denced by his testimony: 

“First of all, the vehicle, the helicopter itself, the price of that vehicle to us is a 
price which reflects a vast amount of engineering costs having been written off 
directly to national defense. 

“In other words, we are paving approximately $25,000 for a vehicle which will 
carry air mail, with many millions of dollars being written off against defense 
contracts.”’ 

This, however, is not the case as Bell developed its model 47 commercial heli- 
copter at its own expense over a period of years prior to the time that it had any 
defense contracts for the helicopter and has since sold this model helicopter to the 
military as a fully developed piece of equipment. Approximately $11,000,000 
of the company’s own funds were used to accomplish the design and testing neces- 
sarv to bring the helicopter to its present state of reliability and usefulness. 

We cite these facts in the interest of general background and accuracy as to our 
part in the development of the helicopter manufacturing industry. 

Respectfully yours, 


Harvey Gay.orp, Vice President 
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. JuLty 27, 1951. 

Memorandum: Submitted by Langdon P. Marvin, Jr. 

Subject: Redistribution of air mail payments under Universal Postal Union rates 
based on Senate Interstate and Foreign Commerce Committee staff memo- 
randum, Subsidy Segregation Plan for the United States Flag International 
Airlines, March 27, 1950.1 


Conclusions from tabulations: 


1. Under the UPU mail pay formula, Pan American World Airways would 
have received about $3,000,000 in additional mail payments in 1949, according 
to tabulations 1 and 2, and $132,000 additional according to tabulation 3. All 
except one of the other international carriers would have received less. 

2. This formula would have reduced the mail payment (total) to the inter- 
national carriers by $4,000,000. 

3. The application of the UPU rates ($2.86 per ton-mile for first-class mail; 
71.5 cents per ton-mile for parcel post) is demonstrated in the attached tabulation. 

4. Because of the uncertainty of what the mail pay to Pan American Airways 
actually was in 1949, three different redistribution tables are attached. 


Redistribution tabulation No. 1 


[In thousands of dollars} 


Total reve- | Actual mail Results of 
Carrier nue at revenue change to 
| UPU rates! | from CAB? 
| 


AOA peeedede ae SR ne oe ‘ 4, 165 | 4,118 
Braniff ; i ; } 46 | 1, 503 
Chicago & Southern 36 | L 
NWA ae 5 a ei esl : il 5, 426 | 5, 
Panagra ; bin ; ot | 962 43, 


505 
665 
473 
PAA-_. ae cial 28, 994 85 
Atlantic 3 7, 603 | 9, 7 
Latin American , 411 4 
Pacific ee : = i 3, 980 11, 


TWA 


Total, all carriers 


1 Source: Senate staff memo, p. 7. 

2 Source: Senate staff memo, p. 6. 

3 Plus indicates gain to the airline in mail pay; minus indicates loss. 
4 For 12 months ending September 1949. 


Redistribution tabulation No. 2 


Mail payments | yyai] payments, 
under U Pt 12 ths end- 
proposal, 12 | ‘carte tt. 30, 

months ending _ 19403 oe 

Sept.'30, 1949" i 


Difference 3 


AOA , ae ns $4, 165, 289 | 000, 311 
45 : 


Braniff. . - : cee 5, 849 | , 348, 968 

Chicago & Southern. Tei ‘ | 35, 899 | 

Northwest ca 5, 426, 141 | 

Panagra. __. : phe : 3 962, 401 | 

PAA 
Atlantic Division BS BRE 7, 602, 529 | 2 2, 749, 721 
LAD.. ; peed 7, 411, 337 | 3, 977, 488 +3, 433, 852 
Pacific Division of a ee cll 13, 979, 892 | , 604, 480 | +2, 375, 412 


O04 


te Rs ee a oe 28, 993, 757 25, 934, 215 | +3, 059, 542 


a sy 2 es ele 4 ae 9, 204, 22 | 568, 800 


Total. 3, 651, 691 


‘Source: Senate Interstate staff memo, Mar. 27, 1950. 
* Source: CAB Recurrent Reports of Financial Data. 
3 Plus indicates gain to airline in mail pay; minus indicates loss. 


1For 12 months ending September 1949. 
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Redistribution tabulation No. 3 


| 
Actual revenue 
Total revenue | received from Diff ; 
at UPU rates | CAB (tempo- erence 
rary rates) 


— —— Tae ee eT i 


American Overseas : $4, 165, 289 $4, 089, 000 +-$76, 289 
Braniff —1, 303, 120 
C&s§ 5 —1, 471, 718 
Northwest . d —21, 230 
Panagra : 5 475 — 2, 510, 599 
Pan American (total) 7 8, +132, 757 


Atlantic Division ‘ 7, 602, 529 | . 0 —2, 429, 471 
Latin America ‘i 7, 411, 337 ‘ +186, 337 
Pacific Division 13, 979, 892 +2, 375, 892 


+303, 421 


1 Plus means gain to airline in mail pay; minus means loss. 


Source of al) 3 columns of figures: Senate Interstate Staff’ Memo of Mar. 27, 1950, appendix, p. 2, first 3 
columns. 


NotTE.—The Senate Interstate staff memo of Mar. 27, 1950, stated that Pan American’s mail revenues— 
Latin American Division—for the 12 months ending Sept. 30, 1949, were $7,225,000. The CAB figures for 
ee a — pay, same period, same division of same airline are $3,977,485 (CAB Recurrent Reports of 

‘inancial Data). 

The above difference largely accounts for the difference between table 2 (based on CAB) which shows 
that under UPU Pan American woul gain around $3,000,000 per year, and table 3 (based on Senate stafl 
study, p. 7) which shows Pan American would gain only $132,000 per year under UPU. 
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[Computed from CAB Form 41 recurrent reports and other data supplied by CAB staff 
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LISTS SUBMITTED BY LANGDON P. MARVIN, JR. 


(Source: Civil Aeronautics Board] 


List 1. Ipentity oF Firry-oNe CerTIFICATED Maiti CARRIERS AS OF 
Juty 16, 1951 


American Airlines, Inc. 

Braniff Airways, Inc. 

Capital Airlines, Inc. 

Chicago and Southern Air Lines, Inc. 

Colonial Airlines, Inc. 

Continental Air Lines, Inc. 

Delta Air Lines, Inc. 

Eastern Air Lines, Inc. 

Inland Air Lines, Inc. 

Mid Continent Airlines, Inc. 

National Airlines, Inc. 

Northeast Airlines, Inc. 

Northwest Airlines, Inc. 

Trans World Airlines, Inc. 

United Air Lines, Inc. 

Western Air Lines, Inc. 

Pan American World Airways, Inc. 

Pan American Grace Airways, Inc. 

7 Medellin and Central Airways, 
ne. 

Caribbean Atlantic Airlines, Inc. 

Hawaiian Airlines, Ltd. 

Trans Pacific Airlines, Ltd. 

All American Airways, Inc. 

Bonanza Air Lines, Inc. 

Central ‘Airlines, Inc. 


Empire Air Lines, Inc. 
Frontier Airlines, Inc. 
Helicopter Air Service, Inc. 
Lake Central Airlines, Inc. 
Los Angeles Airways, Inc. 
Mid Continent Airlines, Inc. 
Mid West Airlines, Inc. 
Ozark Air Lines 

Piedmont Aviation, Inc. 
Pioneer Air Lines, Inc. 
Robinson Airlines Corporation 
Southern Airways, Inc. 
Southwest Airways Company 
Trans Texas Airways 

West Coast Airlines, Inc. 

E. W. Wiggins Airways, Inc. 
Wisconsin Central Airlines 
Alaska Airlines, Ine. 

Alaska Coastal Airlines 

Byers Airways 

Cordova Air Service, Inc. 
Ellis Air Lines 

Northern Consolidated Airlines, Inc. 
Pacific Northern Airlines, Inc. 
Reeve Airways 

Wien Alaska Airlines, Inc. 


List 2. IpenTITY OF SIXTEEN CERTIFICATED NONMAIL CARRIERS AS OF JULY 16, 


195 


Airnews, Inc. 

The Flying Tiger Line, Inc. 
Riddle Aviation Co. 

Slick Airways, Inc. 

U. §. Airlines, Inc. 

Catalina Air Transport 
Resort Airlines, Inc. 

Alaska Island Airlines, Inc. 


1 


Bristol Bay Airlines 
Christenson Air Service ! 
Munz Air Service 

Island Air Ferries 

Air Commuting ? 

Yellow Cab Co.? 
Northern Cross, Inc.’ 
Peck and Rice Airways * 


List 3. IpentITyY oF 87 LarGE IRREGULARS As OF JULY 16, 1951 


Aero Finance Corp. 

Aerovias Sud Americana, Inc. 
Air America, Inc. 

Air Cargo Express, Inc. 
Airline Transport Carriers 

Air Services, Inc. 

Air Transport Associates 

All American Airways 
American Air Export and Import 
American Air Transport, Inc. 
American Flyers, Inc. 
Arctic-Pacific, Inc. 

Argonaut Airways Corp. 
Arnold Air Service, Inc. 
Arrow Airways, Inc.5 
Associated Air Transport, Inc. 


Associated Airways, Inc. 
Aviation Corporation of Seattle § 
Blatz Airlines, Inc. 

Capitol Airways, Inc. 

Caribbean American Lines, Inc, 
Central Air Transport, Inc. 
Coastal Air Lines, Inc. (New York) 
Coastal Air Lines, Inc. (Oregon)5 
Coastal Cargo Co., Inc. 

Connor Air Lines 

Continental Charters, Inc. 

Cook Cleland Catalina Airways ° 
Currey Air Transport, Ltd. 
Economy Airways, Inc. 
Federated Airlines, Inc. 

Freight Air, Inc.‘ 


1 Authorized to carry mail from Cantwell to Delani, only. 


? Certificate expired prior to _ 16, 1951. 
® Certificate revoked prior to July 16, 1951. 
4 Discontinued operations prior to July 16, 1951. 


5 Letter of registration surrendered prior to July 16, 1951. 
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List 3. IpentiTy or 87 LarcEe IrRREGULARS AS OF JULY 16, 1951—Continued 


General Airways, Inc. 
Golden North Airways, Inc.5 
Great Lakes Airlines, Inc. 
Hardy Aviation, Inc.5 
Hemisphere Air Transport 
Inter-American Airways 
Johnson Flying Service, Inc. 
Kesterson, Inc. 

Los Angeles Air Service 
Mantz Air Services 

Meteor Air Transport, Inc. 
Miami Airline, Inc. 

Missouri Airways, Inc.5 
Modern Air Transport, Inc. 
Monarch Air Service. 
Nationwide Air Transport, Inc.5 
New England Air Express, Inc. 
Nu-Way Air Express.® 
Ocean Air Tradeways. 
Oxnard Sky Freight. 
Overseas National Airways. 
Pacific Alaska Air Express. 
Parr Air Services. 
Pearson-Alaska, Inc. 
Peninsular Air Transport. 
Quaker City Airways, Inc. 
Regina Cargo Airlines, Inc.® 
Remmert Werner, Inc. 


Robin Airlines, Inc. 

Royal Air Service. 

8.5. W., Inc. 

Seaboard and Western Airlines. 

Skytrain Airways, Inc. 

Skyways International Trading and 
Transport. 

Sourdough Air Transport. 

Southern Air Express.‘ 

Southern Air Transport. 

Standard Air Cargo. 

Stewart Air Service. 

Totem Air Service.‘ 

Trans-Alaskan Airlines, Inc. 

Trans American Airways, Inc. 

Trans Caribbean Air Cargo. 

Trans National Airlines, Inc. 

Transocean Air Lines. 

Twentieth Century Air Lines. 

Unit Export Co. 

U. S. Air Coach. 

Viking Air Lines. 

Virgin Islands Air Service.® 

World Airways, Inc. 

Zigler Flying Service, Inc.5 

Oswald Alaska Airways.® 

Trans-Air Hawaii, Ltd. 

Pacific Overseas Airline. 


List 4. Ipentity or 25 Arm Freigut FoRWARDERS AS OF JuLy 16; 1951 


ABC Air Freight Co., Inc. 

Ace Air Freight Co., Inc. 

Acme Air Cargo, Inc. 

Air Express Int. Agency, Inc. 

Air Freightways 

Air-Land Freight Consolidators 
Air Lanes Service, Inc. 

Airborne Flower and Freight, Inc. 
Airborne Coordinators, Inc. 
Allied Air Freight, Inc. 

American Shippers, Inc. 
Bernacki, Peter A., Inc. 

Byrnes, W. 8. and Co. of New York 





Cloud Lane 

Domestic Air Express 
Emery Air Freight Corp. 
Flying Cargo, Inc. 
Global Air Cargo 
Highway Express Lines 
Inter City Air Freight 
Lifschultz Air Freight 
Metropolitan Air Freight 
Pacific Air Freight, Inc. 
Skyways Freight Forwarding 
Trans-Export Co. 


§ Letter of registration surrendered prior to July 16,91951. 
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